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- vii - 

PREFACE 

E a r l y  i n  h i s  a d m i n i s t r a t i o n ,  P r e s i d e n t  Reagan emphasized t h e  

need f o r  t h e  i n t e r n a t i o n a l  deve lopment  community t o  b e g i n  

i d e n t i f y i n g  ways i n  which p r i v a t e  s e c t o r  i n i t i a t i v e s  i n  and by 

d e v e l o p i n g  c o u n t r i e s  c o u l d  be  f o s t e r e d  t o  i n c r e a s e  t h e  

r e s o u r c e  b a s e  and momentum o f  deve lopment .  I n  t h e  months 

s i n c e  t h e  A d m i n i s t r a t i o n  announced i t s  i n t e n t i o n  t o  encourage  

t h e  p a r t i c i p a t i o n  o f  t h e  p r i v a t e  s e c t o r  i n  t h e  deve lopmen t  

p r o c e s s ,  A I D  h a s  i n i t i a t e d  a number o f  r e s p o n s e s  t o  t h i s  c h a l -  

l e n g e :  w i t h i n  A I D ' s  g e o g r a p h i c  b u r e a u s  and i n  i ts  m i s s i o n s ,  

c o u n t r y  programs and s p e c i f i c  p r o j e c t s ,  a s  w e l l  a s  h o s t  

government  p o l i c i e s ,  a r e  b e i n g  examined t o  d e t e r m i n e  t h e  

d e g r e e  t o  which t h e y  engage  t h e  p r i v a t e  s e c t o r  and t a k e  advan- 

t a g e  o f  what A d m i n i s t r a t o r  McPherson h a s  c a l l e d  a n a t u r a l  com- 

p l e m e n t a r i t y  between government  and t h e  p r i v a t e  s e c t o r .  I n  

a d d i t i o n ,  A I D  h a s  c r e a t e d  a P r i v a t e  E n t e r p r i s e  Bureau ,  b o t h  a s  

a symbol o f  t h e  Agency 's  commitment t o  f o s t e r i n g  p r i v a t e  

sector involvement  i n  t h e  deve lopment  p r o c e s s  and a s  a means 

o f  e n s u r i n g  t h a t  new programs and p o l i c i e s  a r e  deve loped  and 

implemented to  s t i m u l a t e  p r i v a t e  sector development  i n v e s t -  

ments  and l e v e r a g e  p r i v a t e  sector f u n d s  by e f f i c i e n t l y  
a p p l y i n g  r e l a t i v e l y  s m a l l  amounts o f  p u b l i c  sector r e s o u r c e s .  

I n  September  1981,  PPC's Of £ i c e  o f  E v a l u a t i o n  began a n  i n v e s -  

t i g a t i o n  o f  t h e  Agency 's  e x p e r i e n c e  w i t h  programs and p r o j e c t s  

t h a t  a p p l y  p r i v a t e  sector a p p r o a c h e s  t o  deve lopment  problems 

or  i n  o t h e r  ways a t t e m p t  t o  set t h e  s t a g e  f o r  p r i v a t e  s e c t o r  

i n i t i a t i v e s  i n  d e v e l o p i n g  c o u n t r i e s .  Over t h e  e n s u i n g  months,  

t h i s  r e s e a r c h  was expanded to  i n c l u d e  a more g e n e r a l  r e v i e w  o f  

t h e  p r i v a t e  s e c t o r  role i n  t h e  development  p r o c e s s  and a n  

e x a m i n a t i o n  o f  p r i v a t e  s e c t o r  i n i t i a t i v e s  t h a t  have  been 

u n d e r t a k e n  w i t h o u t  A I D ' s  involvement .  T h i s  d i s c u s s i o n  p a p e r  
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- v i i i  - 

p r e s e n t s  t h e  r e s u l t s  of o u r  i n i t i a l  i n v e s t i g a t i o n .  While  t h e  

p a p e r  n e i t h e r  d e f i n e s  Agency p o l i c y  n o r  p r o v i d e s  d e f i n i t i v e  

g u i d a n c e  c o n c e r n i n g  program and p r o j e c t  o p t i o n s ,  it d o e s  s e e k  

t o  expand t h e  d i s c u s s i o n  of a p p r o a c h e s  t h a t  might  be t a k e n  to 

f o s t e r i n g  p r i v a t e  s e c t o r  i n i t i a t i v e s  i n  t h e  d e v e l o p i n g  coun- 

t r ies.  The p r e l i m i n a r y  f i n d i n g s  p r e s e n t e d  i n  t h i s  p a p e r  

r e p r e s e n t  o n l y  t h e  f i r s t  s t e p  i n  t h e  Off  i c e  of E v a l u a t i o n ' s  

e x a m i n a t i o n  of t h e  p r i v a t e  sector. Dur ing  t h e  s p r i n g  and 

summer of 1982,  a  series of e v a l u a t i v e  s t u d i e s  w i l l  be  c a r r i e d  

o u t  t h a t  f o l l o w  up on i d e a s  p r e s e n t e d  h e r e  and i n  o t h e r  Agency 

documents  p e r t a i n i n g  t o  t h i s  s u b j e c t .  

The d i s c u s s i o n  p a p e r  c o n s i s t s  of t h r e e  major  s e c t i o n s .  I n  t h e  

f i r s t  of t h e s e ,  m a r k e t s ,  which p r o v i d e  t h e  framework f o r  p r i -  

v a t e  e n t e r p r i s e  i n i t i a t i v e s ,  are examined a s  a r e  t h e  f a c t o r s  

which can c o n s t r a i n  t h e  deve lopment  of e n t e r p r i s e .  I n  t h e  

second  s e c t i o n ,  a  v a r i e t y  of a p p r o a c h e s  o r  "modes" of f o s t e r -  

i ng  p r i v a t e  s e c t o r  i n i t i a t i v e s  a r e  i d e n t i f i e d  and e x p e r i e n c e  

w i t h  them is examined.  The f i n a l  s e c t i o n  is conce rned  w i t h  

t h e  results of  programs t h a t  f o s t e r  p r i v a t e  e n t e r p r i s e  i n i t i a -  

t i v e s .  I n  each  of t h e  s e c t i o n s ,  m a t e r i a l  from A I D ' S  documen- 

t a r y  h i s t o r y  a s  w e l l  a s  o t h e r  s o u r c e s  of e x p e r i e n c e  w i t h  

p r i v a t e  e n t e r p r i s e  i n i t i a t i v e s  a r e  used e x t e n s i v e l y  t o  i l l u s -  

t r a t e  and expand on i d e a s  p r e s e n t e d  i n  t h e  t e x t .  

S e v e r a l  major  themes run  t h r o u g h  t h e  p a p e r  which a r e  wor th  

s t a t i n g  a t  t h e  o u t s e t .  The o p e r a t i n g  h y p o t h e s i s  which under -  

l i e s  much of  t h e  d i s c u s s i o n  is t h a t  marke t  mechanisms, when 

t h e y  a r e  a l l owed  t o  o p e r a t e  f r e e l y ,  w i l l  p r o v i d e  i n c e n t i v e s  t o  

which t h e  p r i v a t e  s e c t o r  w i l l  r e spond .  Woven t h r o u g h  t h e  t e x t  

a r e  examples  of s i t u a t i o n s  i n  which d e v e l o p i n g  c o u n t r y  gove rn -  

men t s  have r e l a x e d  r e s t r i c t ive  p r o t e c t i o n i s t  p o l i c i e s  and 

found t h a t  t h e  p r i v a t e  s e c t o r  d i d ,  i n  f a c t ,  r e spond .  A s econd  

m a j o r  theme t h a t  r e c u r s  t h r o u g h o u t  t h e  t e x t  d e a l s  w i t h  t h e  



c o s t s  AID shou ld  e x p e c t  to i n c u r  a s  it a t t e m p t s  t o  f o s t e r  

p r i v a t e  e n t e r p r i s e  i n i t i a t i v e s .  T h i s  s t u d y  c o n s i s t e n t l y  

p r e f e r s  approaches  t h a t  t a k e  s e r i o u s l y  t h e  n o t i o n  t h a t  AID c a n  

use  ve ry  s m a l l  amounts of p u b l i c  sector r e s o u r c e s  and be 

e f f e c t i v e  i n  l e v e r a g i n g  p r i v a t e  s e c t o r  growth i n  t h e  deve lop -  

i n g  c o u n t r i e s .  I n  a d d i t i o n ,  such  " low-cos t"  approaches  

f r a n k l y  r e c o g n i z e  t h e  real c o n s t r a i n t s  AID f a c e s  w i t h  r e s p e c t  

t o  s t a f f  l e v e l s  and s k i l l s  a s  well a s  f i n a n c i a l  r e s o u r c e s .  



MARKETS A N D  THE GROWTH OF THE PRIVATE SECTOR 

The i d e a  o f  a  marke t  is c e n t r a l  t o  any d i s c u s s i o n  o f  t h e  

p r i v a t e  s e c t o r .  The p u r p o s e  o f  t h i s  s e c t i o n  i s  t o  examine 

m a r k e t  p r o c e s s e s  and o t h e r  key f a c t o r s  t h a t  c a n  f a c i l i t a t e  t h e  

growth  of  t h e  p r i v a t e  s e c t o r  i n  t h e  d e v e l o p i n g  c o u n t r i e s .  The 

s e c t i o n  is w r i t t e n  from a p r i v a t e  s e c t o r  p e r s p e c t i v e  -- t h e  

e n t r e p r e n e u r ' s  p e r s p e c t i v e ,  r a t h e r  t h a n  t h e  p e r s p e c t i v e  o f  a  

c e n t r a l  government  o r  formal  economic t h e o r y .  For  some, t h e  

s e c t i o n  w i l l  be a  r e v i e w  of w e l l  known p r e m i s e s ;  f o r  o t h e r s ,  

i t  w i l l  h o p e f u l l y  p r o v i d e  a  q u i c k  i n t r o d u c t i o n  t o  f a c t o r s  t h a t  

i n f l u e n c e  p r i v a t e  e n t e r p r i s e .  

A. THE ROLE OF THE MARKET I N  PRIVATE ENTERPRISE 

Markets  a r e  t h e  framework i n  which p r i v a t e  s e c t o r  d e c i s i o n s  

a r e  made. U n f o r t u n a t e l y ,  t h e  l anguage  i n  which m a r k e t s  a r e  

o f t e n  d i s c u s s e d  h a s  become a t  o n c e  s o  s o p h i s t i c a t e d  and so 
s i m p l i s t i c  t h a t  t h e  term market  is t o d a y  more o f  an  a b s t r a c -  

t i o n  t h a n  i t  n e e d s  t o  be.  R a t h e r  t h a n  imagin ing  s u p p l y  and 

demand c u r v e s  p l o t t e d  under  a  r a n g e  o f  a s s u m p t i o n s ,  i t  may b e  

s i m p l e r  and more a p p r o p r i a t e  t o  imagine  a  m a r k e t p l a c e ,  o r  
p e r h a p s  a  market  town, and a l l  t h e  goods and s e r v i c e s  which 

f l o w  t h r o u g h  i t  from nearby  areas a s  well as from d i s t a n t  

p o i n t s .  By t h i n k i n g  p a r t l y ,  though n o t  e x c l u s i v e l y ,  i n  v i s u a l  

terms a b o u t  what we mean by a  marke t ,  we can  more e a s i l y  

a d d r e s s  t h e  p r o c e s s e s  t h a t  a r e  h y p o t h e s i z e d  t o  i n f l u e n c e  

p r i v a t e  s e c t o r  growth  and t h e  d e g r e e  to which m a r k e t p l a c e s  may 

be  bounded, i n  a  s p a t i a l  s e n s e  o r  by o t h e r  f a c t o r s  i n  t h e i r  

envi ronment .  
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1. The Market P r o c e s s  

The p r o c e s s  which domina tes  any m a r k e t p l a c e  is a n  exchange  

p r o c e s s ,  i n  which b o t h  t h e  i n d i v i d u a l  who c a n  s u p p l y  a n  item 
or  s e r v i c e  and t h e  i n d i v i d u a l  who wan t s  t o  p r o c u r e  t h a t  i t e m  

o r  s e r v i c e  a r e  p a r t i c i p a n t s .  Wi thout  some agreement  between a 

"seller" and a  " b u y e r , "  no t r a n s a c t i o n  can  o c c u r .  D e s p i t e  t h e  

o b v i o u s  f a c t  t h a t  b u s i n e s s  t r a n s a c t i o n s  must n e c e s s a r i l y  

i n v o l v e  two p a r t i e s ,  a  good d e a l  of  t h e  l i t e r a t u r e  o n  b u s i n e s s  

promot ion ,  a s  d i s t i n c t  from economic t h e o r y ,  t e n d s  t o  concen- 

t r a t e  o n  t h e  c o n c e r n s  o f  t h e  "seller" -- t h e  e n t r e p r e n e u r ' s  

a c c e s s  t o  c r e d i t ,  t h e  r i s k s  a s s o c i a t e d  w i t h  d o i n g  b u s i n e s s  

under  v o l a t i l e  p o l i t i c a l  c o n d i t i o n s  and t h e  e n t r e p r e n e u r ' s  

o p t i o n s  w i t h  r e s p e c t  t o  v a r i o u s  t e c h n o l o g i e s  and o t h e r  a s p e c t s  
o f  p r o d u c t i o n .  A l o p s i d e d  c o n c e n t r a t i o n  on  t h e  "seller" i n  

t h e  b u s i n e s s  t r a n s a c t i o n  -- when i t  i n f l u e n c e s  e n t r e p r e n e u r i a l  

d e c i s i o n s  o r  t h e  p l a n n i n g  o f  a  f o r e i g n  a s s i s t a n c e  e f f o r t  -- 
c a n  q u i c k l y  l e a d  t o  f a i l u r e :  

Apparen t  consumer r e l u c t a n c e  to  buy r e f r i g -  
e r a t e d  and f r o z e n  meat i n  t h e  Near E a s t  and 
some S o u t h e a s t  As ian  c o u n t r i e s  h a s  n e g a t e d  
i n v e s t m e n t s  i n  p r o c e s s i n g  and t r a n s p o r t  
f a c i l i t i e s  and blocked programs t o  expand 
income from l i v e s t o c k  r a i s i n g .  Many o f  t h e  
o f f i c i a l l y  s p o n s o r e d  programs t o  i n t r o d u c e  
n u t r i t i o n a l l y  v a l u a b l e  f o o d s  based  o n  o i l s e e d  
and f i s h  f l o u r  p r o t e i n  have foundered  on  t h e  
same r o c k  o f  consumer r e s i s t a n c e .  

P l a n n e r s  s e e i n g  good t e c h n i c a l  p r o s p e c t s  f o r  
a  new p r o d u c t i o n  l i n e  may e a s i l y  under- 
e s t i m a t e  c o m p e t i t i o n  from a l t e r n a t i v e s  even  
on  t h e  d o m e s t i c  marke t s .  Assured of  p r o t e c -  
t i o n  a g a i n s t  i m p o r t s ,  p l a n s  t o  d e v e l o p  sub- 
s t a n t i a l  p o u l t r y  i n d u s t r i e s  i n  N i g e r i a  and 
Dahomey s t i l l  r a n  i n t o  m a r k e t i n g  d i f f i c u l t i e s  
b e f o r e  a t t a i n i n g  t h e i r  t a r g e t s  because  o f  t h e  
a v a i l a b i l i t y  o f  r e l a t i v e l y  lower  p r i c e d  bee f  
and f i s h .  A tree f r u i t  development  i n  t h e  



K a s s a l a  a r e a  of  Sudan was e v e n t u a l l y  l a r g e l y  
abandoned,  u n a b l e  t o  c o v e r  i ts  t r a n s p o r t  
costs i n  c o m p e t i t i o n  w i t h  o t h e r  s u p p l i e s  on 
t h e  Khartoum w h o l e s a l e  market .*  

S t o r i e s  l i k e  t h e s e  emphas ize  t h e  d e g r e e  t o  which a  c o n c e p t i o n  

o f  b u s i n e s s  t h a t  d o e s  n o t  a d e q u a t e l y  c o n s i d e r  b o t h  " b u y e r s "  

and "sellers," i n  p r a c t i c a l  terms, t e n d s  to  b e  misgu ided .  

They a l s o  emphas ize  t h e  way i n  which i n d i v i d u a l  d e c i s i o n s ,  

r a t h e r  t h a n  n a t i o n a l  p l a n s ,  d e t e r m i n e  outcomes i n  t h e  

m a r k e t p l a c e .  

When t h i n k i n g  a b o u t  p r i v a t e  sector i n i t i a t i v e s ,  h o s t  govern-  

ments  and d o n o r s  who have  become accustomed to working w i t h  

p u b l i c  s e c t o r  programs,  i n  which d e c i s i o n m a k i n g  is  c e n t r a l i z e d  

or l i m i t e d  to a  f i x e d  number o f  a c t o r s ,  may p e r c e i v e  m a r k e t s  

a s  b e i n g  u n p r e d i c t a b l e  o r  s e n s e  a "loss o f  c o n t r o l . "  Noting 

t h e  d i f f e r e n c e  between gove rnmen ta l  d e c i s i o n m a k i n g  and t h e  

d e c i s i o n m a k i n g  p r o c e s s  i n  t h e  p r i v a t e  s e c t o r ,  A lexande r  

C a i r n c r o s s  h a s  termed t h e  marke t  a " d e c e n t r a l i z i n g  agency .  "** 
By i t s  n a t u r e ,  t h e  p r i v a t e  s e c t o r  grows based  o n  d e c i s i o n s  

made by i n d i v i d u a l  e n t r e p r e n e u r s  and i n d i v i d u a l  b u y e r s ,  a c t i n g  

l o c a l l y  and i n d e p e n d e n t l y  and ,  g e n e r a l l y ,  f o r  t h e i r  own 

r e a s o n s .  For t h e  p r i v a t e  sector e n t r e p r e n e u r ,  government  

p o l i c i e s  and d o n o r  programs a r e  n o t  t h e  o n l y  f a c t o r s  t h a t  must  

be  c o n s i d e r e d  i n  making a b u s i n e s s  d e c i s i o n ,  n o r  are t h e y  

n e c e s s a r i l y  c o n s i d e r e d  to  b e  i m p o r t a n t  f a c t o r s .  Even i n  t h e  

* 
J . C .  Abbot t .  " M a r k e t i n s  I s s u e s  i n  A s r i c u l t u r a l  D e v e l o ~ m e n t  

P l a n n i n g , "  i n  Marke ts  and Market ing  i n  Development ~ c o h o m i e s ,  
e d i t e d  by Reed Moyer and S t a n l e y  H o l l a n d e r ,  Homewood, 
I l l i n o i s :  R icha rd  D. I r w i n ,  I n c . ,  1968,  p.  95.  
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Alexander  C a i r n c r o s s ,  "The Market  and t h e  S t a t e , "  i n  The 
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most c o n d u c i v e  p o l i c y  env i ronmen t ,  e n t r e p r e n e u r s  would n o t  

c o n s c i o u s l y  e l e c t  t o  p r o d u c e  goods  and s e r v i c e s  t h a t  t h e i r  

p o t e n t i a l  c u s t o m e r s  c o u l d  n o t  a f f o r d  o r  d i d  not  want t o  buy. 

The immediate  f eedback  t o  t h e  e n t r e p r e n e u r  from t h e  market-  

p l a c e  is t h e  most power fu l  r e g u l a t o r  o f  e n t r e p r e n e u r i a l  

b e h a v i o r .  When t h e r e  a r e  no  b u y e r s  f o r  a  p r o d u c t ,  t h a t  

p r o d u c t  w i l l  q u i c k l y  d i s a p p e a r  from t h e  m a r k e t p l a c e .  When 

t h e r e  a r e  b u y e r s  f o r  a  p r o d u c t  o r  s e r v i c e ,  and s e v e r a l  f i r m s  

o f f e r  t h a t  p r o d u c t  o r  s e r v i c e ,  t h e  f i r m  t h a t  is  a b l e  t o  meet 

t h e  b u y e r s '  needs  a t  t h e  lowest p r i c e  w i l l  f i n d  encouragement  

t o  c o n t i n u e ,  w h i l e  o t h e r s  w i l l  need t o  d e c i d e  whe the r  to f i n d  

ways o f  l o w e r i n g  t h e i r  p r i c e s  o r  t o  c l o s e  t h e i r  b u s i n e s s .  N o t  

e v e r y  m a r k e t  is s o  open and c o m p e t i t i v e  a s  to produce  t h i s  

t y p e  of f e e d b a c k  t o  e n t r e p r e n e u r s ,  b u t  where  m a r k e t s  a r e  

a l lowed  t o  o p e r a t e  a s  t h e  r e g u l a t o r  o f  b u s i n e s s  b e h a v i o r ,  t h e  

s i g n a l s  t h e y  p r o v i d e  w i l l  command e n t r e p r e n e u r i a l  a t t e n t i o n .  

2. Market S i z e  and S p e c i a l i z a t i o n  

Many a  b u s i n e s s  h a s  been s t a r t e d  w i t h o u t  q u i t e  enough c a p i t a l  

or q u i t e  enough t r a i n i n g ,  b u t  r a r e l y  d o  e n t r e p r e n e u r s  know- 

i n g l y  v e n t u r e  f o r t h  w i t h o u t  a  "buyer"  i n  mind. A s t u d y  o f  t h e  

f o r e i g n  i n v e s t m e n t  d e c i s i o n  p r o c e s s ,  which focused  on  t h e  

f a c t o r s  a s s o c i a t e d  w i t h  i n v e s t m e n t s  i n  d e v e l o p i n g  c o u n t r i e s ,  

p u t  marke t  s i z e  -- t h e  number and l o c a t i o n  o f  " b u y e r s "  -- 
second  o n l y  t o  t h e  r i s k  o f  a  m a j o r  p o l i t i c a l  upheava l  a s  a n  

i n v e s t m e n t  d e c i s i o n  c r i t e r i o n .  A s  t h i s  s t u d y  r e p o r t e d ,  "it is 

g e n e r a l l y  b e l i e v e d ,  a s  o n e  r e s p o n d e n t  p u t  i t ,  t h a t  ' w e  c a n  

p roduce  a n y t h i n g .  The r e a l  q u e s t i o n  is :  Can we s e l l ? " ' *  The 
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h igh  p r i o r i t y  a t t a c h e d  t o  t h e  q u e s t i o n  o f  market  s i z e  by t h i s  

U.S. bus inessman is  accorded  t h e  same c o n s i d e r a t i o n  by e n t r e -  

p r e n e u r s  i n  t h e  d e v e l o p i n g  c o u n t r i e s .  By and l a r g e ,  e n t r e -  

p r e n e u r s  s i m p l y  d o n ' t  e n t e r  i n t o  c m m e r c e  where too few b u y e r s  

e x i s t  to  s u p p o r t  t h e i r  e n t e r p r i s e .  

The s i z e  o f  a market  and a  f i r m ' s  l o n g  term p o t e n t i a l  f o r  

m a i n t a i n i n g  a  g i v e n  s a l e s  l e v e l  or i n c r e a s i n g  t h e  number o f  

b u y e r s  o f  a p a r t i c u l a r  item o r  s e r v i c e  are p e r h a p s  t h e  p r i m a r y  

c o n s i d e r a t i o n s  t h a t  g o v e r n  d e c i s i o n s  a b o u t  b u s i n e s s  s t a r t - u p  

and expans ion .  For any g i v e n  p r o d u c t ,  t h e  number o f  p o t e n t i a l  

buye r s  i n  an immediate a r e a  as w e l l  as t h o s e  who migh t  be  

reached i n  more d i s t a n t  p l a c e s  must b e  c o n s i d e r e d ,  a s  must  t h e  

number of  f i n n s  a l r e a d y  p roduc ing  t h e  same or similar p r o d u c t s  

f o r  e s s e n t i a l l y  t h e  same m a r k e t  and t h e  minimum s c a l e  o n  which 

i t  makes s e n s e  to s t a r t  o r  expand a  p a r t i c u l a r  t y p e  o f  

e n t e r p r i s e .  

For  some t y p e s  o f  b u s i n e s s  a  r e l a t i v e l y  s m a l l  m a r k e t  and a  

s m a l l  s c a l e  o f  o p e r a t i o n  w i l l  s u f f i c e .  The t y p e s  o f  e n t e r -  

p r i s e s  t h a t  c a n  s u r v i v e  i n  v e r y  s m a l l  m a r k e t s  i d e n t i f y  them- 

s e l v e s  by t h e i r  a l m o s t  u b i q u i t o u s  p r e s e n c e  around t h e  world.  

Thus, o n e  always f i n d s  a  c a n t i n a ,  a  s m a l l  pharmacy o r  g e n e r a l  

store, and where t h e r e  is  a road ,  s o u r c e s  o f  g a s o l i n e  and a n  

o c c a s i o n a l  small r e p a i r  shop.  The way i n  which t h e  l i m i t e d  

marke t s  i n  t h e s e  s i t u a t i o n s  c o n s t r a i n  e n t e r p r i s e  was no ted ,  

and a p t l y  d e s c r i b e d ,  o v e r  t w o  c e n t u r i e s  ago: 

I t  is i m p o s s i b l e  t h a t  t h e r e  s h o u l d  be  a t r a d e  
even  a s  t h a t  o f  a  n a i l e r  i n  t h e  remote  and 
i n l a n d  p a r t s  o f  t h e  High lands  o f  S c o t l a n d .  
Such a  workman a t  t h e  r a t e  o f  a  thousand 
n a i l s  a  day ,  and t h r e e  hundred working d a y s  
i n  a  y e a r ,  w i l l  make t h r e e  hundred thousand 
n a i l s  i n  a  y e a r .  But i n  s u c h  a  s i t u a t i o n  it 
would be i m p o s s i b l e  to  d i s p o s e  o f  o n e  



thousand and,  t h a t  i s ,  of  one  d a y ' s  work i n  
t h e  yea r .*  

The c e n t r a l  f a c t o r  l i m i t i n g  t h e  amount o f  e n t e r p r i s e  and a  

d i v i s i o n  o f  l a b o r  which would encourage  Adam S m i t h ' s  n a i l e r  t o  

open s h o p  i s  a  l a c k  o f  e f f e c t i v e  demand f o r  t h e  p r o d u c t  h e  c a n  

r e a d i l y  produce .  In  t h i s  c a s e ,  t h e  s m a l l  s i z e  o f  t h e  n a i l e r ' s  

community and i t s  r e l a t i v e  i s o l a t i o n  a p p e a r  to b e  key  con- 

s t r a i n t s  t o  e n t e r p r i s e .  In  o t h e r  s i t u a t i o n s ,  buyer  t a s t e s  and 

income, p r o d u c t  q u a l i t y  and a f f o r d a b i l i t y  ( p r o d u c t  p r i c e  

r e l a t i v e  t o  buyer  income and compared t o  buying  h a b i t s  and 

e x p e c t a t i o n s )  and o t h e r  f a c t o r s  may l i m i t  t h e  s i z e  o f  a  

marke t ,  even where t h e  p o p u l a t i o n  is  q u i t e  l a r g e .  Under b o t h  

o f  t h e s e  c o n d i t i o n s  t h e  would-be e n t r e p r e n e u r  w i l l  t e n d  t o  
c o n s i d e r  t h e  p o s s i b i l i t y  of  expanding h i s  marke t  by making h i s  

goods  a v a i l a b l e  to  c u s t o m e r s  i n  d i s t a n t  a r e a s .  For  e n t e r -  

p r i s e s  t h a t  c a n  o n l y  s u r v i v e  by r e a c h i n g  c u s t o m e r s  i n  o t h e r  

areas, t r a n s p o r t a t i o n  sys t ems  p l a y  a  key r o l e  i n  b u s i n e s s  

d e c i s i o n s .  When goods  c a n n o t  move r e a d i l y ,  and a t  r e a s o n a b l e  

r a t e s ,  from t h e i r  po in t  o f  o r i g i n  t o  b u y e r s ,  and t h e  number o f  

b u y e r s  i n  an  immediate a r e a  c a n n o t  s u p p o r t  an  i n d u s t r y ,  

s p e c i a l i z e d  f i r m s  c a n n o t  d e v e l o p  and t h r i v e .  

The way i n  which v e r y  s m a l l  m a r k e t s  d i s c o u r a g e  e n t e r p r i s e  is 

o b v i o u s  when we o b s e r v e  t h e  s e l f - s u f f i c i e n t  o p e r a t i o n s  o f  

f a m i l i e s  i n  i s o l a t e d  v i l l a g e s  i n  t h e  d e v e l o p i n g  c o u n t r i e s  or 

r eca l l  t h a t  d u r i n g  t h e  c o l o n i a l  p e r i o d  i n  America most house- 

h o l d s  n o t  o n l y  grew t h e i r  own food b u t  a l s o  engaged i n  a 

myr iad  o f  o t h e r  t a s k s  which, o n c e  towns grew up and t r a n s -  

p o r t a t i o n  ne tworks  between them expanded,  became s e p a r a t e  and 

d i s t i n g u i s h a b l e  e n t e r p r i s e s .  What may n o t  b e  so o b v i o u s  is  

* 
Adam Smith ,  The Weal th  o f  N a t i o n s ,  R e p r i n t e d :  Chicago,  

I l l i n o i s :  The U n i v e r s i t y  of Chicago P r e s s ,  1 9 7 6 ,  p. 22.  



t h a t ,  on a  larger scale, the  problems o f  small markets and 

i so la t ion  today de f ea t  entrepreneurs who might otherwise s e t  

up production i n  Bamako or Potosi. 

In the days o f  Adam Smith and i n  the  early  days o f  the United 

States ,  waterways were the  primary vehicle for expanding 

market access. The Mississippi River was a  long avenue fo r  

commerce and a l l  around the  world trade and seaports have been 

strong partners. Today, i n  most countries,  roads serve the 

function tha t  waterways and railroads served i n  other eras,  

wherever the  cost  o f  surface transport i s  such tha t  i t s  cos ts  
can be added t o  the  price o f  a  f ina l  product without making 

the  cost  o f  t ha t  product prohibitive t o  consumers. With  
minimal e f f o r t  one can observe t h a t  the  products on grocery 

shelves i n  any r e l a t i v e l y  well developed economy originate 
£ran a  var ie ty  o f  domestic and foreign points. When transport 
networks have been developed and operate a t  cos t s  which do not 

i nh ib i t  production, specialized products t ha t  require rela- 

t i v e l y  large markets tend t o  become available. Under such 

circumstances, producers w i l l  locate wherever they  find the  

cost  o f  doing business acceptable and access t o  the supplies 

they  need reasonable. 

On a national scale,  i n  a  large country, special izat ion may 

take a  regional form i n  which the production o f  particular 

items takes  place close t o  the source o f  supplies needed for  

tha t  production. In such s i tua t ions ,  or i n  extract ive  indus- 

t r i e s ,  business success depends heavily on the existence o f  an 

adequate system for  moving goods from place t o  place. In 
smaller countries the  development o f  business may not take a 

regional form. In some o f  the  smaller countries nearly a l l  

manufacturing and commerce w i l l  tend t o  center around the most 

densely populated and developed c i t i e s  -- where transportation 

i s  already available and markets are already large enough t o  



s u s t a i n  e n t e r p r i s e .  When b u s i n e s s  d e v e l o p s  where m a r k e t s  and 

t r a n s p o r t a t i o n  s y s t e m s  a l r e a d y  e x i s t ,  less deve loped  p a r t s  o f  

t h e  c o u n t r y  may n o t  be  f u l l  p a r t i c i p a n t s  i n  t h e  process, par -  

t i c u l a r l y  when e n t e r p r i s e  c a n  f u n c t i o n  w i t h o u t  d rawing  upon 

s u p p l i e s  from t h e s e  a r e a s  or depend ing  o n  b u y e r s  i n  remote 

a r e a s  to  s u p p o r t  t h e i r  e n t e r p r i s e .  

When a  d i v i s i o n  o f  l a b o r  and s p e c i a l i z e d  b u s i n e s s e s  b e g i n  to  

d e v e l o p  around m a r k e t s  and i n  l o c a t i o n s  where i t  is r e a s o n a b l y  

e a s y  t o  r e a c h  d o m e s t i c  b u y e r s  o r  t o  e x p o r t  goods  to  o t h e r  

c o u n t r i e s ,  t h e  d i f f e r e n c e s  i n  t h e  way p e o p l e  l i v e  i n  d i f f e r e n t  

parts o f  a c o u n t r y  c a n  b e  v e r y  d r a m a t i c .  A t  a  time when 

S t .  L o u i s  and Ch icago  were b u s y  m e t r o p o l i t a n  a r e a s  where  

p e o p l e  bough t  r a t h e r  t h a n  produced most o f  t h e  goods  and 

s e r v i c e s  t h e y  needed ,  homesteads  i n  t h e  Dakotas  or  S o u t h e r n  

Co lo rado  s t i l l  re sembled  c o l o n i a l  New England i n  t h e  d e g r e e  to 

which  f a m i l i e s  were  t h e  p r o d u c e r s  o f  a l m o s t  a l l  t h e y  consumed. 

I n  t h e  d e v e l o p i n g  c o u n t r i e s ,  t h e s e  images a r e  s t r o n g  t o d a y .  

C i t i e s  l i k e  A b i d j a n  and Bangkok c o n t r a s t  s h a r p l y  w i t h  t h e  more 

r u r a l  p a r t s  o f  t h e i r  n a t i o n s .  While  t h e s e  c o n t r a s t s  a r e  n o t  

n e c e s s a r i l y  d e s i r a b l e ,  t h e y  d o  i l l u s t r a t e  t h e  p a t t e r n s  t h a t  

have  been  r e c o r d e d  e l s e w h e r e ,  and d e s c r i b e d  as " d u a l  

economies."  

I n  some s i t u a t i o n s ,  t h e  demands o f  c i t y  consumers  and t h e  ease 

w i t h  which t h e y  c a n  be  r e a c h e d ,  h a s  t ended  t o  p reoccupy  e n t r e -  

p r e n e u r s  -- even  when r u r a l  p o p u l a t i o n s  migh t  have  become 

a c t i v e  b u y e r s  o f  b u s i n e s s e s '  p r o d u c t s .  A s t o r y  r e l a t e d  by 

W i l l i a m  G l a d e  and J o n  Ude l l  c o n c e r n i n g  P e r u  s u g g e s t s  how 

a c t i v i t i e s  i n  near-by m a r k e t s  combined w i t h  a l a c k  o f  informa- 

t i o n  a b o u t  consumers  i n  r u r a l  a r e a s  c a n  o p e r a t e  to  s l o w  t h e  

p r o c e s s  by which a  f u l l y  deve loped  d o m e s t i c  economy emerges:  



When, f o r  example,  one of  t h e  e a r l i e s t  c r e d i t  
u n i o n s  was e s t a b l i s h e d  i n  1955 i n  t h e  impov- 
e r i s h e d  town of  Puno, t h e r e  were many who 
e x p e c t e d  it  to f a i l  f o r  want of  r e s o u r c e s  and 
i n t e r e s t .  Its b e g i n n i n g ,  w i t h  23 members and 
a  c a p i t a l  of $30 [U.S. c u r r e n c y ] ,  was n o t  
a u s p i c i o u s .  Y e t  o n l y  s i x  y e a r s  l a t e r  it had 
a t t r a c t e d  o v e r  3 ,000 members and a  c a p i t a l  o f  
$400,000,  t h e  l a r g e s t  of  any c r e d i t  union i n  
t h e  c o u n t r y .  

[ N e v e r t h e l e s s ] ,  it a p p e a r s  t h a t  c o m p a r a t i v e l y  
few [ P e r u v i a n ]  f i r m s  of  t h e  modern s e c t o r  
have  e v e r  made any s y s t e m a t i c  s t u d y  of  t h e  
a c t u a l  and p o t e n t i a l  needs  and buying p r e f e r -  
ences of  t h e  p a r t i c i p a n t s  i n  e i t h e r  t h e  t r a -  
d i t i o n a l  o r  t h e  modern s e c t o r  of  t h e  economy, 
p a r t i c u l a r l y  t h e  f o r m e r ,  t o  a s c e r t a i n  what 
p r o d u c t s  might  be most f i t t i n g  f o r  t h e  
v a r i o u s  c o n d i t i o n s  of l i f e  which p r e v a i l .  
P e r u v i a n  businessmen come from t h e  c o a s t  and 
from s o c i a l  s t r a t a  q u i t e  removed from t h e  
day-to-day l i v i n g  p a t t e r n s  of t h e  m a j o r i t y  of 
t h e  p o p u l a t i o n ;  it c a n n o t  be assumed t h a t  
f i r s t h a n d  knowledge of market  c h a r a c t e r i s t i c s  
is  common among t h o s e  i n  c h a r g e  of p r e p a r i n g  
m a r k e t i n g  programs.  A c c o r d i n g l y ,  t h e r e  is 
l i t t l e  marke t  r e s e a r c h  b a s i s  f o r  e i t h e r  modi- 
f y i n g  e x i s t i n g  p r o d u c t s  o r  d e v e l o p i n g  new 
o n e s  i n  o r d e r  to r e n d e r  o u t p u t  more appro-  
p r i a t e  f o r  t h e  needs  of  consumers i n  t h e  
f o r g o t t e n  t h r e e - f o u r t h s  of t h e  n a t i o n .  

The p r o c e s s  by which r u r a l  areas and commercial  c e n t e r s  become 
i n t e g r a t e d  i n t o  an  i n t e r d e p e n d e n t  d o m e s t i c  economy is  complex 

and it can  be r e l a t i v e l y  slow. I n  t h e  Uni t ed  S t a t e s ,  o v e r  a  

c e n t u r y  e l a p s e d  b e f o r e  t h i s  i n t e g r a t i o n  was r e l a t i v e l y  com- 

p l e t e .  I t  was many y e a r s  a f t e r  s p e c i a l i z e d  i n d u s t r y  had 

emerged w i t h  f u l l  f o r c e  on t h e  E a s t e r n  s e a b o a r d  and i n  key 

Mid-Western c i t i e s  t h a t  o u r  t r a n s p o r t a t i o n  and communicat ions 
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i n f r a s t r u c t u r e  was a t  a  p o i n t  where r u r a l  consumers c o u l d  r e l y  

o n  i n d u s t r i e s  l o c a t e d  e l s e w h e r e  f o r  t h i n g s  t h e y  needed and 

e n t r e p r e n e u r s  c o u l d  r e c o g n i z e  b u s i n e s s  o p p o r t u n i t i e s  asso- 

c i a t e d  w i t h  s e r v i n g  r u r a l  p o p u l a t i o n s  and d i s t r i b u t e  p r o d u c t s  

from a c e n t r a l  p o i n t  to e v e r y  small town i n  America. Thus, 

w h i l e  i t  may n o t  b e  d e s i r a b l e  t o  f i n d  s h a r p  c o n t r a s t s  between 

c i t i e s  and r u r a l  a r e a s  w i t h  r e s p e c t  to  t h e  d e g r e e  o f  s p e c i a l i -  

z a t i o n  o f  e f f o r t ,  i nvo lvemen t  i n  t h e  monet ized  economy and 

l e v e l  o f  i n t e r d e p e n d e n c e  among p e o p l e  v i a  t h e  marke t  exchange 

p r o c e s s ,  i t  is n e i t h e r  w i t h o u t  p r e c e d e n t  n o r  is i t  n o r m a l l y  

t h e  f i n a l  form t h a t  t h i s  r e l a t i o n s h i p  t a k e s .  Over t i m e ,  more 
and more p e o p l e  t e n d  to e n t e r  t h e  marke t  economy and  as  t h i s  

o c c u r s  t h e  d i f f e r e n c e s  between t h e  c o u n t r y  and c i t y  are 

l e s s e n e d .  

3. The S c a l e  o f  B u s i n e s s  

Communication and t r a n s p o r t a t i o n  ne tworks  t h a t  c o n n e c t  b u y e r s  

and se l lers  a r e  o n e  o f  t h e  f a c t o r s  t h a t  i n f l u e n c e  t h e  growth  

o f  a n  e n t e r p r i s e ,  p a r t i c u l a r l y  i n  terms o f  i t s  s i z e ,  b u t  t h e y  

a r e  n o t  t h e  o n l y  f a c t o r s .  B u s i n e s s  growth  from a s i z e  pe r -  

s p e c t i v e  is a l s o  a  f u n c t i o n  o f  t h e  number o f  b u s i n e s s e s  t h a t  

a r e  compet ing  f o r  a  p a r t i c u l a r  marke t  and t h e  s c a l e  o n  which 

e n t e r p r i s e  makes economic s e n s e .  

I n  some k i n d s  o f  e n t e r p r i s e ,  i t  is p o s s i b l e  to operate e f f e c -  

t i v e l y  o n  a  s m a l l  s c a l e  i n d e f i n i t e l y .  In  o t h e r  e n t e r p r i s e s ,  

e x p a n s i o n  o v e r  t ime  a s  t h e  number o f  b u y e r s  i n c r e a s e s  makes 

good b u s i n e s s  s e n s e .  Whi le  t h i s  l a t t e r  t y p e  o f  e n t e r p r i s e  c a n  

o f t e n  o p e r a t e  a t  a  r a n g e  o f  s i z e s ,  t h e  a c t u a l  s i z e  of a  par- 
t i c u l a r  f i r m  w i l l  t e n d  to b e  s t r o n g l y  i n f l u e n c e d  by t h e  s i z e  

o f  t h e  m a r k e t  a t  a  g i v e n  t i m e  and t h e  a v a i l a b i l i t y  o f  a r a n g e  

o f  f a c t o r s ,  i n c l u d i n g  management s k i l l s ,  t e c h n o l o g y ,  capi tal ,  

s k i l l e d  l a b o r ,  s u p p l i e s  and r e a s o n a b l y  p r i c e d  t r a n s p o r t a t i o n  



sys t ems .  Hiyh t r a n s p o r t a t i o n  c o s t s ,  l i k e  o t h e r  c o n s t r a i n t s ,  

can  l i m i t  b u s i n e s s  growth .  Thus, f o r  example,  a n  IBRD s t u d y  

o f  Korea found q u i t e  a  b i t  o f  change,  o v e r  time, w i t h  r e s p e c t  

t o  t h e  s i z e  o f  f i r m s  a s  a  f u n c t i o n  o f  t r a n s p o r t a t i o n  c o s t s  and 

t h e  s i z e  o f  near-by marke t s :  

A s  i n  1968, l o c a t i o n a l  and p r o c e s s  i n f l u e n c e s  
were most i m p o r t a n t  i n  d e t e r m i n i n g  s m a l l  
f i r m s '  predominance i n  manufac tu r ing  i n d u s t r y  
i n  Korea i n  1975. In  f a c t ,  i n d u s t r i e s  i n  
which l o c a t i o n a l  f a c t o r s  a r e  i m p o r t a n t  
accoun ted  f o r  n e a r l y  60 p e r c e n t  o f  t h e  
worke r s  and o f  t h e  value-added i n  s m a l l  s c a l e  
i n d u s t r i e s  i n  1975. I t  a p p e a r s  t h a t  t r a n s f e r  
c o s t s  f o r  raw m a t e r i a l s  and p r o d u c t s  c o n t i n u e  
t o  be predominant  r e a s o n s  Eor s m a l l - p l a n t  
o p e r a t i o n s ,  e v e n  i n  Korea i n  1975 -- a  r e l a -  
t i v e l y  s m a l l  c o u n t r y  w i t h  f a i r l y  good t r a n s -  
p o r t a t i o n  f a c i l i t i e s .  However, a  compar ison  
o f  i n d u s t r i e s . .  . i n  1968 and 1975  shows t h a t  a  
number o f  i m p o r t a n t  i n d u s t r i e s . . . i n  1968 w e r e  
no  l o n g e r  dominated  by s m a l l  p l a n t s  i n  1975. 
For  example,  s m a l l  p l a n t s '  s h a r e  o f  employ- 
m e n t  i n  c o a l  b r i q u e t t e s  was 80 p e r c e n t  i n  
1968 and 49 p e r c e n t  i n  1975; i n  v e g e t a b l e  
o i l s  and f a t s ,  it was 56 p e r c e n t  i n  1968 and 
2 5  p e r c e n t  i n  1975. A p p a r e n t l y ,  c i t i e s  s u c h  
a s  S e o u l ,  Busan and Daegu p e r m i t t e d  l a r g e r  
e n t e r p r i s e s  to emerge and reduced  s m a l l  
e s t a b l i s h m e n t s  t o  a  s u b o r d i n a t e  p o s i t i o n . *  

The growth  o f  s m a l l  f i r m s  i n t o  l a r g e r  o n e s  o c c u r s  p a r t l y  a s  a  

f u n c t i o n  o f  market  s i z e  and also a s  a  f u n c t i o n  o f  c o m p e t i t i o n  

and management s k i l l .  Whi l e  i t  i s  p o s s i b l e  f o r  many s m a l l  

f i r m s  t o  s h a r e  a  s t a b l e  number o f  b u y e r s ,  one o f  t h e s e  f i r m s  

must  d o  b e t t e r  t h a n  t h e  o t h e r s ,  i n  terms o f  t h e  e f f i c i e n c y  o f  

its p r o d u c t i o n  and d i s t r i b u t i o n ,  i f  i t  i s  t o  become l a r g e r  

when t h e  number o f  b u y e r s  i s  n o t  growing.  I n  v e r y  s m a l l  
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m a r k e t s ,  s u c h  a s  t h o s e  found i n  some A f r i c a n  c o u n t r i e s ,  or i n  

l a r g e  m a r k e t s  s u c h  a s  a r e  common i n  As ia ,  i t  is p o s s i b l e  to 

f i n d  t h a t  e x c e s s i v e  c o m p e t i t i o n  among what a r e  a l r e a d y  a  l a r g e  

number o f  f i r m s  can  t h w a r t  growth  i n  any o n e  f i r m .  A t  t h e  

same t ime t h i s  t y p e  o f  c o m p e t i t i o n  w i l l  b e n e f i t  consumers ,  

t h r o u g h  e f f o r t s  by f i r m s  t o  u n d e r c u t  t h e i r  c o m p e t i t o r s '  p r i c e  

or d i f f e r e n t i a t e  t h e i r  p r o d u c t  a l o n g  q u a l i t y  l i n e s .  I n  o t h e r  

s i t u a t i o n s ,  where t h e  number o f  b u y e r s  o f  a  p a r t i c u l a r  p r o d u c t  

o r  s e r v i c e  i s  i n c r e a s i n g ,  a number o f  f i r m s  c a n  grow l a r g e r  

w h i l e  s t i l l  s h a r i n g  t h e  marke t ,  w i t h o u t  n e c e s s a r i l y  i n c r e a s i n g  

p r i c e s  o r  l o w e r i n g  p r o d u c t  q u a l i t y .  

Whi le  some o f  t h e  growth  o f  i n d u s t r y  w i l l  r e s u l t  from changes  

i n  t h e  s i z e  o f  m a r k e t s  and a  r e s u l t i n g  q rowth  i n  e i t h e r  t h e  

s i z e  or number of  f i r m s  t h a t  s e r v e  t h i s  marke t ,  o t h e r  a s p e c t s  

o f  i n d u s t r y  w i l l  grow by i n t r o d u c i n g  new p r o d u c t s ,  some o f  

which c a n  b e  produced o n l y  o n  a  r e l a t i v e l y  l a r g e  s c a l e .  Some 

t y p e s  o f  p r o d u c t i o n  s i m p l y  cost t o o  much to s t a r t  up and 

o p e r a t e  t o  e x i s t  under  s m a l l  marke t  c o n d i t i o n s .  Major  indus-  

t r i e s  s u c h  a s  a u t o m o b i l e  m a n u f a c t u r i n g  and s tee l  making s i m p l y  

d o  n o t  emerge when o n l y  a  few c u s t o m e r s  can  b e  i d e n t i f i e d .  

Only when a  market  o f  s u f f i c i e n t  s i z e  e x i s t s ,  e i t h e r  domes- 

t i c a l l y  o r  i n  c o m b i n a t i o n  w i t h  f o r e i g n  s a l e s ,  w i l l  e n t r e p r e -  

n e u r s  c o n s i d e r  t h i s  t y p e  o f  v e n t u r e .  Thus, i n  p a r t ,  t h e  

t r a n s i t i o n  o f  a n  economy t o  a  mix of  s m a l l ,  medium and l a r g e  

f i r m s  depends  i n  p a r t  on e a r l i e r  s t a g e s  o f  m a r k e t  development ,  

o f t e n  t h r o u g h  t h e  r i s e  and p r o l i f e r a t i o n  o f  many small indus-  

t r ies.  Conver se ly ,  t h e  e n t r y  o f  a  l a r g e  i n d u s t r y  i n t o  a  par -  

t i c u l a r  l o c a t i o n  w i l l  i t s e l f  s t i m u l a t e  t h e  development  o f  new 

b u s i n e s s e s  -- u s u a l l y  s m a l l e r  f i r m s  t h a t  can  p r o v i d e  ma jo r  

i n d u s t r y  w i t h  t h e  s u p p l i e s  and s e r v i c e s  i t  n e e d s .  



4.  P a r t i c i p a n t s  i n  t h e  Market P rocess  

A s  t h e  f o r e g o i n g  h a s  s u g g e s t e d ,  a  m a r k e t  economy is made up o f  

"buyer s"  and " s e l l e r s "  whose t r a n s a c t i o n s ,  i n  p r i n c i p l e ,  a r e  

moderated by t h e  c o m p e t i t i v e  f o r c e s  i n h e r e n t  i n  t h e  sys t em.  

While t h e  r o l e  o f  government i s  minimized i n  s u c h  a  sys t em,  

t h e r e  a r e  a r e a s  where government t y p i c a l l y  p r o v i d e s  t h e  

c o n t e x t  i n  which a  marke t  economy can  f l o u r i s h .  Thus, f o r  

example,  t h e  body o f  commercial  law t h a t  g o v e r n s  t r a n s a c t i o n s  

i n  a  marke t ,  t h e  s u p p l y  o f  money used i n  t h a t  marke t ,  and s u c h  

s t a n d a r d s  and uni form measures  a s  a r e  needed t e n d  t o  f a l l  

w i t h i n  t h e  purv iew o f  government under  t h e  most open and com- 

p e t i t i v e  market  c o n d i t i o n s .  

"Buyers" i n  t h e  m a r k e t  sys t em i n c l u d e  n o t  o n l y  i n d i v i d u a l s  and 

househo lds ,  b u t  a l s o  e v e r y  f i r m  which must p r o c u r e  goods  and 

s e r v i c e s  i n  o r d e r  t o  f u n c t i o n .  " S e l l e r s "  c o v e r s  a  s i m i l a r l y  

broad class o f  market  p a r t i c p a n t s  and i n c l u d e s  n o t  o n l y  f i r m s  

and s e r v i c e  i n d u s t r i e s ,  b u t  a l s o  farms and i n d i v i d u a l  worke r s  

whose l a b o r  s u p p o r t s  e n t e r p r i s e .  Wi th in  t h e  broad  c a t e g o r y  o f  

f i r m s ,  t h e  m a r k e t  may i n c l u d e  f o r e i g n  a s  w e l l  a s  d o m e s t i c  

e n t r e p r e n e u r s .  M u l t i n a t i o n a l  c o r p o r a t i o n s  a s  w e l l  as f o r e i g n  

companies  t h a t  o p e r a t e  a s  p a r t n e r s  o f  l o c a l  e n t r e p r e n e u r s  may 

be  market  p a r t i c i p a n t s  i n  some s i t u a t i o n s .  I n  a d d i t i o n  to  a 

wide r a n g e  of p r i v a t e  e n t r e p r e n e u r s ,  governments  may, i n  some 

c o u n t r i e s ,  b e  market  p a r t i c i p a n t s  by v i r t u e  o f  t h e i r  ownersh ip  

and management o f  s t a t e  e n t e r p r i s e s .  Even when governments  

a r e  n o t  engaged i n  m a n u f a c t u r i n g ,  t h e i r  involvement  i n  t h e  

market  a s  a  buyer  o f  goods and s e r v i c e s  may have  a m a j o r  

impact o n  l o c a l  e n t e r p r i s e s .  

Beyond an  a n t i c i p a t e d  government  role  i n  d e v e l o p i n g  a  sys t em 

of laws and s t a n d a r d s  and government  management o f  a  n a t i o n ' s  

money s u p p l y ,  t h e r e  a r e  a  r a n g e  o f  ways i n  which governments ,  



a t  times, p a r t i c i p a t e  i n  t h e  market  economy. S t a t e  ownersh ip  

is one form of a c t i v e  p a r t i c i p a t i o n  t h a t  can be obse rved  i n  a  

number of deve lop ing  c o u n t r i e s .  O the r  t y p e s  i n c l u d e  p o l i c y  

a c t i o n s  which f a v o r  p a r t i c u l a r  t y p e s  of i n d u s t r i e s  and t h e  

c h o i c e  of p r o d u c t i o n  sys tems ,  t h e  c o s t  of c r e d i t ,  and t a x  

i n c e n t i v e s  o r  d i s i n c e n t i v e s  which "buyers"  and " s e l l e r s "  m u s t  

t a k e  i n t o  accoun t .  Government a c t i o n s  can i n f l u e n c e  and 

d i s t o r t  t h e  n a t u r a l  f o r c e s  a t  work i n  m a r k e t s ,  encourag ing  

bo th  "buyers"  and " s e l l e r s "  to  e s t a b l i s h  d i f f e r e n t  p r i o r i t i e s  

and make d i f f e r e n t  d e c i s i o n s  t h a n  they  might  o t h e r w i s e  have 

f a v o r e d .  

B . FACTORS THAT INFLUEPICE PRIVATE EIJTERPRISE DEVELOPMENT 

A s  p a r t  of any a n a l y t i c a l  p r o c e s s  des igned  t o  i d e n t i f y  ways i n  

which p r i v a t e  s e c t o r  i n i t i a t i v e s  can be f o s t e r e d ,  t h e  f a c t o r s  

which can f a c i l i t a t e  o r  c o n s t r a i n  p r i v a t e  e n t e r p r i s e  need t o  

be c o n s i d e r e d .  I n  t h i s  s e c t i o n ,  a  number of f a c t o r s  t h a t  c a n ,  

on o c c a s i o n ,  c o n s t r a i n  p r i v a t e  e n t e r p r i s e  growth a r e  examined,  

i n c l u d i n g  government p r a c t i c e s  and p o l i c i e s ,  b a s i c  i n f r a s t r u c -  

t u r e ,  f i n a n c i a l  s y s t e m s ,  t h e  a v a i l a b i l i t y  of management and 

o t h e r  b u s i n e s s  s k i l l s ,  technology a c c e s s  and s o c i a l  and 

c u l t u r a l  t r a d i t i o n s  and p r a c t i c e s .  

1. Government P r a c t i c e s  and P o l i c i e s  

The p o l i t i c a l  system of a n a t i o n ,  i n  which a  b a s i c  view of  t h e  

p r i v a t e  s e c t o r  is o f t e n  i n c o r p o r a t e d ,  a s  w e l l  a s  its s p e c i f i c  

p o l i c i e s  wi th  r e s p e c t  to p r i v a t e  e n t e r p r i s e ,  e x e r t s  a  power fu l  

i n f l u e n c e  on t h e  manner i n  which p r i v a t e  e n t e r p r i s e  o p e r a t e s  

and t h e  d e g r e e  t o  which market  mechanisms r e g u l a t e  t h e  growth 

of e n t e r p r i s e .  



a. P o l i t i c a l  Systems and P r a c t i c e s  

G e n e r a l  n o t i o n s  a b o u t  m a r k e t s  and ways o f  do ing  b u s i n e s s  

remain  s i m p l y  g e n e r a l  n o t i o n s  u n t i l  t h e  n a t u r e  o f  a  s p e c i f i c  

c o u n t r y  i s  c o n s i d e r e d .  In  t h e  d e v e l o p i n g  c o u n t r i e s  a  wide  

r a n g e  of  p o l i t i c a l  and economic s y s t e m s  e x i s t s .  The United 

N a t i o n s ,  among o t h e r s ,  h a s  upon o c c a s i o n  a t t e m p t e d  t o  c l a s s i f y  

t h e  p o l i t i c a l  s y s t e m s  and t y p e s  o f  m a r k e t s  t h a t  p r e v a i l  i n  t h e  

d e v e l o p i n g  c o u n t r i e s ;  s u c h  taxonomies  t e n d  t o  c l u s t e r  coun- 

tries a c c o r d i n g  to t h e  d e g r e e  t o  which t h e  economy is regu-  

l a t e d  by m a r k e t  f o r c e s .  Wi thou t  examining  s u c h  t y p o l o g i e s  

c l o s e l y ,  i t  is c l e a r  t h a t  d i f f e r e n c e s  i n  t h e  way p r i v a t e  

o w n e r s h i p  is  p e r c e i v e d  can  a f f e c t  b u s i n e s s  development ,  a s  c a n  

i n f o r m a t i o n  a b o u t  government p r a c t i c e s  w i t h  r e s p e c t  t o  t h e  

n a t i o n a l i z a t i o n  o f  e x i s t i n g  i n d u s t r i e s .  

Where governments  s e e k  to  c o n t r o l  t h e  market  by owning and 

o p e r a t i n g  a  n a t i o n ' s  i n d u s t r i e s  t h e r e  may b e  v e r y  l i t t l e  room 

f o r  p r i v a t e  s e c t o r  a c t i v i t y .  However, e a c h  c a s e  must  b e  

examined s e p a r a t e l y  s i n c e  t h e r e  c a n  b e  i m p o r t a n t  d i f f e r e n c e s  

between c o u n t r i e s .  I n  some c o u n t r i e s  t h e  government  may b e  

t h e  o n l y  owner and p r i c e s  may b e  s e t  by f i a t ;  i n  o t h e r ,  

s i m i l a r  s i t u a t i o n s ,  s ta te-owned e n t e r p r i s e s  may be e x p e c t e d  t o  
o p e r a t e  i n  a  v e r y  b u s i n e s s - l l k e  manner,  keep ing  c o s t s  down and 

p r i c e s  c o m p e t i t i v e  w i t h  f o r e i g n  m a n u f a c t u r e r s .  In  s t i l l  o t h e r  

s i t u a t i o n s ,  s ta te-owned e n t e r p r i s e s  may h a v e  t o  compete w i t h  

p r i v a t e  e n t e r p r i s e  on t h e  d o m e s t i c  marke t .  While  governmenta l  

p h i l o s o p h y  i s  a g e n e r a l  i n d i c a t o r  o f  t h e  t y p e s  o f  a c t i o n s  t h a t  

might  be t a k e n ,  t h e r e  a r e  times when a  v e r y  p r a g m a t i c  view can  

p r e v a i l .  One o f  t h e  more d r a m a t i c  examples  o f  t h i s  was made 

by Wil l iam Simon i n  h i s  book, A Time For T r u t h ,  which focused  

i n  p a r t  on  t h e  S o v i e t  Union: 



Western capitalists, who knew,nothing about 
ideological venom but everything about pro- 
duction for profit, lept to the Russian bait. 
Lenin offered them generous "concessions" in 
exchange for the rapid industrialization of 
Russia....In the thirties our businessmen 
shipped and installed replicas of complex 
American production centers to the Soviet 
Union, where they were assembled like 
gigantic do-it-yourself kits.* 

In a comparison of the policies of two socialist countries in 

Africa in the late 1960s, Elliot J. Berg noted important 

differences in the way in which these politically similar 

regimes approached the issue of the private sector's role in 

marketing -- while Guinea proceeded to quickly nationalize 
marketing functions, Tanzania proceeded more cautiously, 

leaving a good deal of the responsibility in this area to the 

private sector, at least initially.** 

The stability of government practices with respect to the 

private sector is almost as important to entrepreneurs as the 

basic views a government holds on this subject. Thus, a situ- 

ation which limits private sector action, but is predictable, 

may well be preferred to fairly open situations that could, at 

any time, be reversed by ad hoc decisions to nationalize one -- 
or another industry. On occasion, publications such as 

Fortune publish what they call "risk assessments" for various 

parts of the globe as a service to those readers who are en- 

gaged in business overseas. While these articles tend to rank 

highly volatile situations as "high risk," other publications, 

William E. Simon, A Time For Truth, New York: Berkely Books, 
1978, p. 30. 
** 
Elliot J. Berg, "Socialist Ideology and Marketing Policy in 

Africa," in Markets and Marketing in Developing Countries, op. 
cit. 



s u c h  a s  a  J a n u a r y  1973 a r t i c l e  i n  t h e  Harvard B u s i n e s s  Review, 

e n t i t l e d  "Doing B u s i n e s s  w i t h  L a t i n  N a t i o n a l i s t s , "  have  

s u g g e s t e d  t h a t ,  d e s p i t e  t h e  r e c o r d  of  e x p r o p r i a t i o n  and f o r c e d  

d e p a r t u r e s  of  U.S. i n t e r e s t s  i n  L a t i n  America,  such  c o u n t r i e s  

s t i l l  o f f e r e d  ample o p p o r t u n i t i e s  f o r  U.S. b u s i n e s s .  Using 

t h e  c a s e  of  P e r u ,  t h e  a r t i c l e  d i s c u s s e d  t h e  s u c c e s s f u l  c a s e s  

o f  C h r y s l e r ,  S e a r s  and Marcona Mining. Although t h e  e n v i r o n -  

ment i n  Peru  and t h e  f a t e  of  t h e s e  p a r t i c u l a r  v e n t u r e s  may n o t  

l o o k  t h e  same a s  t h e y  d i d  a t  t h e  t ime t h e  a r t i c l e  was w r i t t e n ,  

i t  is n o t  c l e a r  t h a t  t h e  c o u n t e r i n t u i t i v e  h y p o t h e s i s  conce rn -  

i n g  b u s i n e s s  deve lopment  under  "h igh  r i s k "  c o n d i t i o n s  can  be 

t o t a l l y  d i s c a r d e d  on t h e  b a s i s  of  e x i s t i n g  e v i d e n c e .  

O t h e r  m a t e r i a l s ,  some of  which come from A I D ' S  own e x p e r i e n c e ,  

r a i s e  f u r t h e r  q u e s t i o n s  a b o u t  t h e  d e g r e e  t o  which p o l i t i c s  and 

p o l i c i e s  a r e  t h e  major  d e t e r m i n a n t  of p r i v a t e  sector s u c c e s s .  

Two q u o t a t i o n s  from A I D  documents c o n c e r n i n g  A f g h a n i s t a n  make 

t h e  p o i n t  t h a t  even i n  t h e  c o n t e x t  of a  p a r t i c u l a r  c o u n t r y  w e  

may n o t  have a  f u l l  o r  c l e a r  u n d e r s t a n d i n g  of t h e  r o l e  of  

government  i n  p r i v a t e  s e c t o r  v e n t u r e s .  

The f i r s t  document i n  t h i s  set  a s s e r t s  t h a t  government  

p o l i c i e s  had a  s t r o n g  n e g a t i v e  e f f e c t  on p r i v a t e  s e c t o r  

i n i t i a t i v e s :  

A s s i s t a n c e  t o  t h e  p r i v a t e  s e c t o r  i n  L D C ' s  h a s  
c h a n c e s  o f  o b t a i n i n g  r e s u l t s  o n l y  i f  t h e  
" i n v e s t m e n t  c l i m a t e "  is r i g h t ,  i .e. ,  i f  
government  p o l i c i e s  a t  l e a s t  p e r m i t  i t s  
deve lopmen t ,  i f  a  l e g a l  framework e x i s t s  and 
i f  t h e r e  is some i n d i g e n o u s  e x p e r i e n c e  w i t h  
managing p r i v a t e  v e n t u r e s  ( o t h e r  t h a n  s m a l l  
t r a d e  and commercial  u n d e r t a k i n g s ) .  
A f g h a n i s t a n  is t h e  pr ime example of  where 
most of t h e s e  p r e c o n d i t i o n s  d i d  n o t  e x i s t  and 



where  n o t h i n g  w e  t r i e d  i n  t h i s  a r e a  
succeeded  .* 

A c o u n t e r p o i n t  t o  t h i s  a s s e r t i o n  is p r o v i d e d  by a  s p e c i a l  

e v a l u a t i o n  r e p o r t  and i n  t h e  c o n t r a c t o r ' s  f i n a l  r e p o r t  o n  

P r o j e c t  3060116: I n d u s t r i a l  Development,  USAID/Afghanistan: 

The p r o g r a m ' s  macro-economic impact  i s  modes t  
t o  d a t e .  It  h a s  c r e a t e d  a n  i n d u s t r i a l  o u t p u t  
o f  $7 m i l l i o n  a  y e a r  w i t h  a  c o r r e s p o n d i n g  30% 
i n c r e a s e  i n  i n d u s t r i a l  employment; a p p r o x i -  
m a t e l y  600 new jobs  have  been  c r e a t e d .  The 
f a v o r a b l e  impac t  o n  t h e  Afghan b a l a n c e  o f  
payments ,  b o t h  i n  terms o f  impor t  s u b s t i t u -  
t i o n  and e x p o r t  p romot ion  h a s  been  c o n s i d e r -  
a b l e .  Because o f  t h e  p r o j e c t ' s  n o t i c e a b l e  
e f f e c t  o n  u rban  employment and income d i s t r i -  
b u t i o n ,  t h e  p r o j e c t  i s  s l o w l y  b u t  s u r e l y  
chang ing  c e r t a i n  v a l u e s  i n  t h e  t r a d i t i o n a l  
s o c i e t y .  Fu r the rmore ,  b e c a u s e  o f  i t s  rela- 
t i v e l y  heavy c o n c e n t r a t i o n  o n  t h e  p r o c e s s i n g  
o f  a g r i c u l t u r a l  raw m a t e r i a l s ,  i t  is i n c r e a s -  
i n g  r u r a l  incomes.  The M i s s i o n  f e e l s  t h a t  
t h e  p r o g r a m ' s  c o s t - b e n e f i t  r a t i o  h a s  been and 
c o n t i n u e s  t o  b e  q u i t e  h igh .**  

Of paramount  impor t ance  were a  two y e a r  
e f f o r t  u n d e r t a k e n  by o n e  team member t o  
modi fy  t h e  cus toms  t a r i f f  t o  make i t  more 
f a v o r a b l e  t o  d o m e s t i c  i n d u s t r i e s  and t h e  
d r a f t i n g  o f  d e t a i l e d  i n v e s t m e n t  r e g u l a t i o n s .  
Another  m a j o r  e f f o r t  was t h e  i n i t i a t i o n  o f  
e x t e n s i v e  a g r i - b u s i n e s s  r e s e a r c h  aimed a t  
d e v e l o p i n g  a  p o l i c y  e n c o u r a g i n g  a g r i b u s i n e s s  
deve lopment .  The team was h e a v i l y  i n v o l v e d  
i n  t h e  c r e a t i o n  o f  t h e  I B A .  A l s o ,  o n e  team 
member's work a s  c h i e f  a d v i s o r  on p e t r o l e u m  
m a t t e r s  a t t r a c t e d  p r i v a t e  f o r e i g n  i n v e s t m e n t  
i n  t h e  e x p l o r a t i o n  o f  o i l  i n  t h e  s o u t h e r n  
p a r t  o f  t h e  c o u n t r y .  O v e r a l l ,  t h e  i n v e s t m e n t  

Memorandum t o  AA/PRE, J u n e  29, 1981,  " I n v e n t o r y  o f  A I D  
P r i v a t e  S e c t o r  P r o j e c t s  ." (Emphasis  added .  ) 
* * 

S p e c i a l  e v a l u a t i o n  r e p o r t ,  P r o j e c t  3060116, found t h r o u g h  
ST/DIU, 11/15/72. 



program h a s  been s u c c e s s f u l .  About 100 
i n d u s t r i a l  e s t a b l i s h m e n t s  a r e  o p e r a t i n g  w i t h  
a  t o t a l  i n v e s t m e n t  o f  a p p r o x i m a t e l y  A F  
1 ,200 ,000  ( c u r r e n t l y  $20 m i l l i o n )  .* 

While t h e  v e r y  d i f f e r e n t  a s s e s s m e n t s  p rov ided  by t h e  

q u o t a t i o n s  above  t e l l  u s  v e r y  l i t t l e  a b o u t  t h e  a c t u a l  r e l a -  

t i o n s h i p  between government  p o l i c i e s  and p r i v a t e  s e c t o r  

s u c c e s s ,  t h e y  s a y  q u i t e  a  b i t  a b o u t  o u r  a b i l i t y  t o  u n d e r s t a n d  

f u l l y  s u c h  i n t e r a c t i o n s  and t h e  way i n  which o u r  p e r c e p t i o n s  

may change  o v e r  t i m e .  

b .  P o l i c y  I n t e r v e n t i o n s  and t h e  Market  Process 

I n  a d d i t i o n  to t h e  g e n e r a l  v iew a  government  t a k e s  o f  t h e  

p r i v a t e  s e c t o r ,  government p a r t i c i p a t i o n  i n  t h e  marke t  t h r o u g h  

o w n e r s h i p  o f  e n t e r p r i s e  and t h e  g e n e r a l  framework p r o v i d e d  by 

t h e  l e g a l  s t r u c t u r e  i n  which b u s i n e s s  t r a n s a c t i o n s  t a k e  p l a c e ,  

t h e r e  a r e  a  number o f  ways i n  which governments ,  t h r o u g h  

s p e c i f i c  p o l i c i e s  and programs,  c a n  i n t e r v e n e  i n  t h e  marke t  

p r o c e s s .  The p o l i c y  i n s t r u m e n t s  a v a i l a b l e  t o  government  a r e  

numerous and t h e y  a c t  i n  a  v a r i e t y  of  ways to  i n f l u e n c e  marke t  

d e c i s i o n s .  Thus,  f o r  example,  t a x  p o l i c y  may a c t  i n  ways t h a t  

i n f l u e n c e  t h e  amount of marke t  a c t i v i t y ,  w h i l e  t a r i f f s  may 

have  more i n f l u e n c e  o n  t h e  k i n d s  o f  b u s i n e s s e s  t h a t  d e v e l o p .  

C o n t r o l s  o n  p r i c e s ,  i n t e r e s t  r a t e s ,  wages and exchange  rates 

r e p r e s e n t  a d d i t i o n a l  ways i n  which government  p o l i c i e s  and 

programs c a n  o p e r a t e  to  i n f l u e n c e  e n t r e p r e n e u r i a l  and consumer 

d e c i s i o n s .  

Most governments  have ,  a t  some p o i n t  i n  t i m e ,  u sed  o n e  or  more 

o f  t h e s e  p o l i c y  e l e m e n t s  to  i n f l u e n c e  marke t  processes. I n  

* 
C o n t r a c t o r  f i n a l  r e p o r t ,  P r o j e c t  3060116, found t h r o u g h  

ST/DIU, 9/1/74. 



v i r t u a l l y  a l l  c o u n t r i e s ,  t h e  e f f e c t  o f  p o l i c y  d e c i s i o n s  on t h e  

development  o f  p r i v a t e  e n t e r p r i s e  w i l l  be  a  f u n c t i o n  o f  t h e  

d e g r e e  o f  government  i n t e r v e n t i o n  and t h e  c h o i c e s  t h a t  i n t e r -  

v e n t i o n  e n c o u r a g e s .  The m o t i v e s  f o r  s u c h  i n t e r v e n t i o n  have  

s t a y e d  r e l a t i v e l y  c o n s t a n t  o v e r  time. Thus, Adam S m i t h ' s  d i s -  

c u s s i o n  o f  r e s t r a i n t s  o n  t h e  i m p o r t a t i o n  o f  f o r e i g n  goods ,  

c i t e s  and r e b u t s  a rguments  t h a t  d e v e l o p i n g  c o u n t r i e s  u s e  t o d a y  

t o  j u s t i f y  p o l i c y  d e c i s i o n s  i n  t h i s  a r e a .  Harry  Johnson ,  

w r i t i n g  i n  1970 -- and p o i n t i n g  t o  a  d e a r t h  o f  l i t e r a t u r e  on  

t h e  p r i v a t e  s e c t o r  i n  d e v e l o p i n g  economies which p e r s i s t s  

t o d a y  -- s u g g e s t e d  t h a t  t h e r e  "seems t o  be i n  human s o c i e t i e s  

a  se t  o f  s o c i a l  and p s y c h o l o g i c a l  f a c t o r s  f a v o r i n g  i n t e r v e n -  

t i o n  i n  t h e  marke t . "  Among t h e s e  he c o u n t e d :  

. . . t h e  i m p a t i e n c e  o f  i d e a l i s t s  and would-be 
r e f o r m e r s  w i t h  t h e  working o f  t h e  m a r k e t  and 
t h e i r  d e s i r e  t o  t a k e  d i r e c t  a c t i o n  t o  improve 
t h i n g s ,  a c c o r d i n g  to t h e i r  c r i t e r i a  o f  
improvement . .  . [ a  t endency  t o ]  c o n f u s e  
o p p o s i t i o n  t o  u n a t t r a c t i v e  f e a t u r e s  o f  t h e  
f r e e  e n t e r p r i s e  sys t em which e x p r e s s  them- 
s e l v e s  t h r o u g h  t h e  marke t ,  s u c h  a s  i n e q u a l i t y  
o f  income and w e a l t h ,  w i t h  o p p o s i t i o n  t o  t h e  
marke t  a s  a  mechanism o f  o r g a n i z a t i o n . . . .  

... a  p o s i t i v e  b e l i e f  i n  t h e  d e s i r a b i l i t y  o f  
Government i n t e r v e n t i o n  i n  t h e  marke t  and a  
f a i t h  i n  t h e  d i s i n t e r e s t e d n e s s  and e f f e c t i v e -  
n e s s  o f  s u c h  i n t e r v e n t i o n .  B e l i e f  i n  t h e  
d e s i r a b i l i t y  o f  Government i n t e r v e n t i o n  i n  
t h e  w e s t e r n  world i s  a s s o c i a t e d  w i t h  t h e  
s p r e a d  o f  s o c i a l i s t  i d e a s  and i n  i t s  modern 
form c a n  be t r a c e d  back to  Benthami te  u t i l i -  
t a r i a n i s m ;  e l s e w h e r e ,  i t  can  p r o b a b l y  b e  
a s s o c i a t e d  w i t h  t h e  n a t u r e  o f  t h e  s t a t e  as 
t h e  d i s p e n s e r  o f  j u s t i c e  i n  p r i m i t i v e  econo- 
mies. B e l i e f  i n  t h e  e f f i c i e n c y  and d i s i n t e r -  
e s t e d n e s s  o f  Governmental  i n t e r v e n t i o n  is 
a s s o c i a t e d  w i t h  t h e  growth  o f  t h e  modern 
c a r e e r  c i v i l  s e r v i c e ,  w i t h  i t s  s t a n d a r d s  o f  
i n c o r r u p t i b i l i t y ,  p a r t i c u l a r l y  i n  B r i t a i n  and 
c o u n t r i e s  i n f l u e n c e d  by B r i t a i n . .  . [ t h e ]  
c h a r a c t e r i s t i c s  o f  t h e  c i v i l  s e r v i c e s  a r e  



i m p o r t a n t  i n  c o n s i d e r i n g  t h e  u s e s  and 
l i m i t a t i o n s  o f  c o n t r o l  methods i n  economic 
development . .  . . 
. . . t h e  c h a r a c t e r  o f  modern economics  
i t s e l f . .  . s t r o n g l y  i n f l u e n c e d  by t h e  t h e o r e t -  
i c a l  r e v o l u t i o n s  o f  t h e  1930s ,  which  were 
i n i m i c a l  t o  c o m p e t i t i o n  and t h e  marke t . .  . . 
[ B l o t h  t h e  t h e o r y  o f  m o n o p o l i s t i c  c o m p e t i t i o n  
and t h e  new w e l f a r e  economics have  been  
e x c e s s i v e l y  conce rned  w i t h  t h e  e f f i c i e n c y  o f  
m a r k e t  mechanisms, cr i t ic isms f o r m u l a t e d  from 
a s t a t i c  v i e w p o i n t  n o t  o b v i o u s l y  r e l e v a n t  t o  
growth  problems.  * 

I n  c o n s i d e r i n g  t h e  s p e c i f i c  p o l i c y  c h o i c e s  t h a t  d e v e l o p i n g  

c o u n t r y  governments  have  made to i n t e r v e n e  i n  t h e  m a r k e t  

p r o c e s s ,  B e l a  B a l a s s a ,  among o t h e r s ,  h a s  p o i n t e d  o u t  t h a t  

governments  t e n d  to  m a i n t a i n  t h e i r  p o l i c i e s  w e l l  beyond t h e  

p o i n t  where  t h e y  a re  p roduc ing  p o s i t i v e  e f f e c t s .  The p a r t i c u -  

l a r  a r e a  where t h i s  p o i n t  h a s  been  made most c l e a r l y  is w i t h  

respect t o  t h e  p r o t e c t i o n  o f  d o m e s t i c  i n d u s t r y  -- which  some 

a r g u e  may need to  be  p r o t e c t e d  when i t  is f i r s t  d e v e l o p e d .  

B a l a s s a ,  i n  h i s  book o n  p o l i c y  r e f o r m  i n  t h e  d e v e l o p i n g  

c o u n t r i e s  r e v i e w s  t h e  e f f e c t s  o f  s u c h  p o l i c i e s :  

A f t e r  t h e  Second World War, a number o f  
d e v e l o p i n g  c o u n t r i e s  adop ted  a s t r a t e g y  o f  
i m p o r t - s u b s t i t u t i n g  i n d u s t r i a l i z a t i o n  beh ind  
h i g h  p r o t e c t i v e  b a r r i e r s .  Apar t  from p r o t e c -  
t i o n  i n  t h e  form o f  t a r i f f s  and i m p o r t  
r e s t r i c t i o n s ,  l a r g e - s c a l e  i n d u s t r y  commonly 
b e n e f i t e d  from t h e  a v a i l a b i l i t y  o f  low-cost 
c r e d i t  and t h e  u n d e r p r i c i n g  o f  p u b l i c  
u t i l i t i e s .  

* 
H a r r y  G. Johnson ,  "Is T h e r e  A Role f o r  Marke t  F o r c e s  i n  t h e  

~ e v e l o p m e n t  o f  Developing C o u n t r i e s ? " ,  i n  Economic D e v e l o p  

H a l l ,  Inc . ,  1970, PP.. 32r33. 



The measu res  a p p l i e d  c o n t r i b u t e d  t o  t h e  
e x p a n s i o n  o f  m a n u f a c t u r i n g  i n d u s t r y  b u t  o f t e n  
a t  a  c o n s i d e r a b l e  c o s t  to t h e  n a t i o n a l  
economy i n  t h e  form o f  i n e f f i c i e n c i e s  i n  t h e  
a l l o c a t i o n  o f  economic r e s o u r c e s ,  i n c l u d i n g  
new i n v e s t m e n t s . . . .  

Employment g e n e r a l l y  s u f f e r e d  a s  a  r e s u l t  
s i n c e  t h e  p o l i c i e s  a p p l i e d  h i n d e r e d  r e s o u r c e  
a l l o c a t i o n  a c c o r d i n g  to  c o m p a r a t i v e  advan- 
t a g e ,  which l ies  i n  l a b o r - i n t e n s i v e  a c t i v i -  
t ies i n  most d e v e l o p i n g  c o u n t r i e s . . . .  

The employment e f f e c t s  o f  t h e  p o l i c i e s  
a p p l i e d  had u n f a v o r a b l e  r e p e r c u s s i o n s  f o r  
income d i s t r i b u t i o n .  High p r o f i t  m a r g i n s  and  
income t r a n s f e r  from a g r i c u l t u r e  t o  t h e  manu- 
f a c t u r i n g  s e c t o r  a s s o c i a t e d  w i t h  t h e  a p p l i c a -  
t i o n  o f  t h e  d e s c r i b e d  measu res ,  t o o ,  had 
a d v e r s e  income d i s t r i b u t i o n a l  i m p l i c a t i o n s  i n  
m o s t  o f  t h e  c o u n t r i e s  conce rned .  The s a m e  
c o n c l u s i o n  a p p l i e s  t o  c r e d i t  r a t i o n i n g  t h a t  
t ended  t o  f a v o r  l a r g e - s c a l e  i n d u s t r y  as  
a g a i n s t  s m a l l - s c a l e  f i r m s ,  i n f o r m a l  u rban  
a c t i v i t i e s  and a g r i c u l t u r e . *  

B a l a s s a ' s  c o n c l u s i o n s  i n  1977 were a l l  b u t  p r e d i c t e d  by Adam 

Smith.  I n  h i s  d i s c u s s i o n  o f  p r o t e c t i o n i s t  p o l i c i e s  Smi th  

n o t e d  t h a t :  

By r e s t r a i n i n g ,  e i t h e r  by h i g h  d u t i e s ,  o r  by 
a b s o l u t e  p r o h i b i t i o n s ,  t h e  i m p o r t a t i o n  o f  
s u c h  goods  from f o r e i g n  c o u n t r i e s  a s  c a n  b e  
produced  a t  home, t h e  monopoly o f  t h e  home 
m a r k e t  is more o r  less s e c u r e d  to  t h e  dcines- 
t i c  i n d u s t r y  employed i n  p roduc ing  them.. . . 
T h a t  t h i s  monopoly o f  t h e  home-market f r e -  
q u e n t l y  g i v e s  g r e a t  encouragement  t o  t h a t  
p a r t i c u l a r  s p e c i e s  o f  i n d u s t r y  which e n j o y s  
it, and f r e q u e n t l y  t u r n s  toward t h a t  employ- 
ment  a  g r e a t e r  s h a r e  o f  b o t h  t h e  l a b o r  and 
s t o c k  o f  t h e  s o c i e t y  t h a n  would o t h e r w i s e  

* 
B e l a  B a l a s s a ,  P o l i c y  Reform i n  Developing C o u n t r i e s  

Oxford:  Pergamon P r e s s ,  1977, pp.7-8. 



have  gone t o  i t ,  c a n n o t  b e  doub ted .  But 
whe the r  it t e n d s  e i t h e r  t o  i n c r e a s e  t h e  
g e n e r a l  i n d u s t r y  o f  t h e  s o c i e t y ,  o r  t o  g i v e  
i t  t h e  most  advan tageous  d i r e c t i o n ,  is n o t ,  
p e r h a p s ,  a l t o g e t h e r  s o  e v i d e n t . . . .  

The g e n e r a l  i n d u s t r y  o f  t h e  s o c i e t y  n e v e r  c a n  
exceed what t h e  c a p i t a l  o f  t h e  s o c i e t y  c a n  
employ.. . .No r e g u l a t i o n  o f  commerce c a n  
i n c r e a s e  t h e  q u a n t i t y  o f  i n d u s t r y  i n  any  
s o c i e t y  beyond what i t s  c a p i t a l  can  m a i n t a i n .  
I t  c a n  o n l y  d i v e r t  a  p a r t  o f  i t  i n t o  a  d i r e c -  
t i o n  i n t o  which i t  migh t  n o t  have o t h e r w i s e  
gone ;  and i t  i s  by no means c e r t a i n  t h a t  t h i s  
a r t i f i c i a l  d i r e c t i o n  i s  l i k e l y  t o  b e  more 
advan tageous  to  t h e  s o c i e t y  t h a n  i n t o  which 
i t  would have  gone o f  i ts  own accord . . . .  

By means o f  s u c h  r e g u l a t i o n s ,  i n d e e d ,  a  p a r -  
t i c u l a r  m a n u f a c t u r e  may somet imes  b e  a c q u i r e d  
s o o n e r  t h a n  i t  c o u l d  have  been o t h e r w i s e ,  and 
a f t e r  a  c e r t a i n  time may b e  made a t  home a s  
c h e a p  or c h e a p e r  t h a n  i n  t h e  f o r e i g n  c o u n t r y .  
But t hough  t h e  i n d u s t r y  o f  t h e  s o c i e t y  may 
t h u s  b e  c a r r i e d  w i t h  advan tage  i n t o  a  p a r t i c -  
u l a r  c h a n n e l  s o o n e r  t h a n  i t  c o u l d  have  been 
o t h e r w i s e ;  it w i l l  by no means f o l l o w  t h a t  
t h e  sum to ta l ,  e i t h e r  o f  i t s  i n d u s t r y ,  o r  o f  
i ts  r e v e n u e ,  c a n  e v e r  be augmented by any  
s u c h  r e g u l a t i o n . *  

Of t h e  o t h e r  end o f  t h e  spec t rum,  e x p o r t  p romot ion ,  Smi th  a l s o  
comments, n o t i n g  t h a t  mos t  a p p r o a c h e s  t h a t  s u b s i d i z e  t h e  

deve lopmen t  and s a l e  ab road  o f  p a r t i c u l a r  goods  w i l l  a l so  t e n d  

t o  d i s t o r t  t h e  m a r k e t ,  d rawing  b o t h  c a p i t a l  and l a b o r  t o  t h e i r  

p r o d u c t i o n  and away from wha teve r  u s e  t h e y  m i g h t  have  found 

were no e x p o r t  s u b s i d i e s  p r e s e n t  i n  t h e  s i t u a t i o n .  On t h i s  

t o p i c ,  B a l a s s a  t a k e s  a  somewhat s i m i l a r  p o s i t i o n ,  n o t i n g  t h a t  

what may i n  t h e  end make s e n s e  is t h e  s e l e c t i o n  o f  a  method 

f o r  encourag ing  e x p o r t s  which p u t s  e x p o r t  i n d u s t r i e s  a t  a n  

advan tage  i n  i n t e r n a t i o n a l  m a r k e t s  w h i l e ,  from a d o m e s t i c  

* 
Smith ,  op .  c i t . ,  474-479. 



s t a n d p o i n t ,  t r e a t s  t h e m  i n  a  manner t h a t  d o e s  n o t  g i v e  them a n  

a d v a n t a g e  o v e r  d o m e s t i c a l l y  o r i e n t e d  i n d u s t r y  i n  t h e  compet i -  

t i o n  f o r  t h e  c o u n t r y ' s  i n t e r n a l  r e s o u r c e s .  Using d i f f e r e n t  

t e r m i n o l o g y ,  f i t t i n g  t h e  t e n o r  and c o n d i t i o n s  o f  t h e i r  times, 

Smith and B a l a s s a  seem t o  meet on  t h e  i d e a  t h a t  a s  l o n g  a s  

i n t e r n a l  m a r k e t s  a r e  n o t  d i s t o r t e d ,  e . g . ,  t h r o u g h  t h e  s u b s i d i -  

z a t i o n  o f  e x p o r t s ,  t h e r e  i s n '  t any r e a l  problem i n  t r y i n g  t o  

g e t  t h e  edge  o n  a f o r e i g n  c o m p e t i t o r  -- e x c e p t ,  o f  c o u r s e ,  f o r  

t h e  f o r e i g n  c o m p e t i t o r .  

E f f o r t s  a l o n g  t h e s e  l i n e s ,  i n v o l v i n g  a movement away from 

p r o t e c t i o n i s t  p o l i c i e s  and toward a  more open c o m p e t i t i o n  f o r  

r e s o u r c e s  o n  t h e  d o m e s t i c  m a r k e t  t o g e t h e r  w i t h  e x p o r t  f a c i l i -  

t a t i o n  schemes, have been t r ied  by some d e v e l o p i n g  c o u n t r i e s  
s u c h  a s  Korea and Mexico. From c a s e  s t u d y  m a t e r i a l  deve loped  

by B a l a s s a  and o t h e r s  s u c h  a s  Anne 0. Krueger ,  i t  is c l e a r  

t h a t  t h e  d e v e l o p i n g  c o u n t r i e s  f a c e  d i f f i c u l t  c h o i c e s  as t h e y  

walk a  v e r i t a b l e  t i g h t r o p e  between p r o t e c t i o n i s t  p o l i c i e s ,  

exchange  r a t e  management and o p t i o n s  which open up t h e i r  

economies t o  d o m e s t i c  and f o r e i g n  cornpeti  t i o n . *  

D o m e s t i c a l l y ,  c o n t r o l s  o n  t h e  p r i c e  o f  v a r i o u s  p r o d u c t s  a s  

w e l l  a s  p o l i c i e s  r e g a r d i n g  wages and t a x e s  c a n  a l s o  have 

d r a m a t i c  e f f e c t s  o n  t h e  development  bf  t h e  p r i v a t e  s e c t o r .  A s  

t h e  s t o r i e s  r e l a t e d  i n  t h i s  s e c t i o n  have t r i e d  t o  s u g g e s t ,  t h e  

p o l i c y  framework i n  which p r i v a t e  s e c t o r  i n i t i a t i v e s  a r e  

under t aken  t e n d s  t o  be  complex. D i s c u s s i o n s  of  p o l i c y  c h a n g e s  

need t o  c o n s i d e r ,  i n  some d e t a i l ,  t h e  e f f e c t s  o f  a whole r a n g e  

o f  e x i s t i n g  p o l i c i e s  on  " s e l l e r "  and "buyer"  b e h a v i o r .  I n  

a d d i t i o n ,  e f f o r t s  t o  l i b e r a l i z e  p o l i c i e s  so a s  t o  s t i m u l a t e  

* 
Anne 0. Krueger ,  L i b e r a l i z a t i o n  At t empts  and Consequences,  

Cambridge, M a s s a c h u s e t t s :  B a l l i n g e r  Pub1 i s h i n g  Company, 1978.  



p r i v a t e  s e c t o r  i n i t i a t i v e s  s h o u l d  be  informed by e x p e r i e n c e s  

documented e l s e w h e r e .  * 

2 .  I n f r a s t r u c t u r e  

The i s o l a t i o n  o f  p a r t s  o f  c o u n t r i e s ,  a s  well a s  t h e  i s o l a t i o n  

o f  c o u n t r i e s  from t h e i r  n e i g h b o r s ,  is o n e  o f  t h e  f a c t o r s  t h a t  

c a n  l i m i t  t h e  deve lopment  o f  s p e c i a l i z e d  b u s i n e s s e s  which must 

have a r e a s o n a b l e  s i z e  m a r k e t  i f  t h e y  a r e  to s u c c e e d .  Thus,  

A I D ' S  FY83 C E S  f o r  Mal i  n o t e s  Bamako's i s o l a t i o n  from t h e  

rest  of West A f r i c a ,  a s  w e l l  a s  d o m e s t i c  m a r k e t i n g  d i f f i c u l -  

t i e s ,  a s  a c o n s t r a i n t  o n  b u s i n e s s  deve lopmen t ;  Kenya ' s  CCGS 

r e c o u n t s  t h e  d i f f i c u l t i e s  of r e a c h i n g  f a n n e r s  w i t h  t h e  basic 

farm s u p p l i e s  t h a t  would h e l p  them to  i n c r e a s e  t h e i r  produc- 

t i o n  and income. 

Even when r o a d s  e x i s t  t h e y  d o  n o t  l e a d  to  m a r k e t  deve lopmen t  

and r e g i o n a l  i n d u s t r i a l  s p e c i a l i z a t i o n  u n l e s s  t h e  cost o f  

t r a n s p o r t i n g  good's o v e r  r o a d s  and o t h e r  t r a n s p o r t a t i o n  n e t -  

works is r e a s o n a b l e .  I n  s i t u a t i o n s  where too few carriers 

e x i s t  t o  move p r o d u c t s  from p o i n t  t o  p o i n t ,  o r  where t h e y  

c h a r g e  r a t e s  t h a t  would make t h e  price o f  p r o d u c t s  unaccep t -  

a b l e  t o  f i n a l  consumers ,  i t  is as  i f  t h e r e  was no  r o a d  a t  a l l  

from a b u s i n e s s  p e r s p e c t i v e .  

I n  t h e  d e v e l o p i n g  c o u n t r i e s ,  we are  o f t e n  s e n s i t i v e  to  t h e  

problems o f  t r a n s p o r t  s y s t e m s  from t h e  p e r s p e c t i v e  o f  t h e  

s m a l l  f a r m e r .  I n  o n e  e v a l u a t i o n  o f  a small  f a r m e r  p r o j e c t  i n  

L a t i n  A m e r i c a ,  A I D ' S  e v a l u a t o r  found t h a t  t h e  "middlemen," t h e  

t r u c k e r s ,  were e f f e c t i v e l y  s e c u r i n g  f o r  t h e m s e l v e s  a s i z a b l e  

* 
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portion o f  t h e  f i n a l  price paid for  agr icu l tura l  goods. The 

s t o r y  was recognized by o ther  Missions.  Y e t  the  problem here 

for  the  small farmer or for  t h e  entrepreneur i s  not r e a l l y  

whether a  t rucker  makes money. Truckers ,  l i k e  every  o ther  

element o f  t h e  market chain ,  w i l l  demand a re turn  for  t h e i r  

s e r v i c e s .  The rea l  problem a r i s e s  when there  are t o o  few 

t ruckers  or when t ruckers  are able t o  s e t  t h e i r  prices  as a  

monopoly might .  

The i n f r a s t r u c t u r e  i s sue  was raised i n  an October 1981 d r a f t  

d i scuss ion  paper prepared by t h e  A f r i ca  Bureau's O f f i c e  o f  

Regional A f f a i r s ,  e n t i t l e d  The Cevelopment o f  A f r i can  

Enterpr ise .  Whi le  the  problems on the  A f r i can  con t inen t  t h a t  

a r i s e  because o f  a  lack o f  such bas ic s  as major roads t h a t  

connect parts o f  coun t r i e s  o r  one country  t o  another are wel l  

known, t h e  i s sue  was raised wi th  t h e  caveat t h a t  d i r e c t  a c t i o n  

t o  address the  i n f r a s t r u c t u r e  c o n s t r a i n t s  i n  A f r i c a  "would 

probably be ou t s ide  the  province" o f  pro jec ts  designed t o  

f o s t e r  private  e n t e r p r i s e .  Cer ta in ly  A I I ?  would need t o  review 

i t s  overa l l  program for  A f r i ca  and i t s  resources i n  order t o  

address t h e  i n f r a s t r u c t u r e  problems i n  t h i s  area.  On the  

o ther  hand, t h e  private  sec tor  i n  t h i s  part o f  t h e  world may 

simply no t  f l o u r i s h  u n t i l  some o f  these  i s s u e s  have been 

addressed. 

In add i t ion  t o  t ranspor ta t ion  systems -- w i t h  a  s u f f i c i e n c y  o f  

low c o s t  c a r r i e r  s e r v i c e s  -- and bas ic  communications i n f r a -  

s t r u c t u r e ,  pr iva te  e n t e r p r i s e  a l so  requires  access t o  power, 

water and o ther  t ypes  o f  i n f r a s t r u c t u r e .  Over t h e  years,  A I D  

pro jec t  des igns ,  and more r e c e n t l y  i t s  "Impact Evaluations," 

have recognized t h e  need for  t h e s e  bas ic  f a c i l i t i e s .  Recent 

A I D  eva lua t ions  o f  rural  e l e c t r i f i c a t i o n  have suggested t h a t  

while e l e c t r i f i c a t i o n  alone w i l l  not y ie ld  development, it i s  

one o f  t h e  resources t h a t  tends t o  be present i n  growing 



marke t  towns. I n  o t h e r  p r o j e c t  a r e a s ,  s u c h  a s  a  major  a g r i -  

c u l t u r a l  program f o r  N o r t h e a s t  B r a z i l ,  A I D  h a s  r e c o g n i z e d  t h e  

r e l a t i o n s h i p  between e n t e r p r i s e  and i n f r a s t r u c t u r e  components 

s u c h  a s  "marke t  news" s e r v i c e s .  W h i l e  A I D  may n o t  have  t h e  

deve lopment  a s s i s t a n c e  f u n d s  f o r  major  i n f r a s t r u c t u r e  d e v e l o p  

ment e f f o r t s  as  par t  o f  i t s  a t t e m p t  t o  e n c o u r a g e  p r i v a t e  

sector i n i t i a t i v e s ,  i n f r a s t r u c t u r e  is c l e a r l y  o n e  a r e a  t h a t  

n e e d s  to  b e  examined when c o n s i d e r i n g  what  t h e  p o s s i b i l i t i e s  

are f o r  e n t e r p r i s e  deve lopment .  

3.  Developing Coun t ry  F i n a n c i a l  Sys tems and t h e  

A v a i l a b i l i t y  o f  C a p i t a l  

A s  t h e  term " f i n a n c i a l  sys t em"  is used h e r e ,  i t  r e f e r s  more 

d i r e c t l y  to t h e  f i n a n c i a l  o r g a n i z a t i o n s  w i t h i n  a  c o u n t r y  and 

t h e i r  i n t e r r e l a t i o n s h i p s  t h a n  to  t h e  c o n d i t i o n s  o f  t h e  economy 

or economic p o l i c y .  W i t h i n  most c o u n t r i e s  t h e r e  is some 

s t r u c t u r a l  framework o f  gove rnmen ta l  and commercial  banks ,  

p r i v a t e  f i n a n c e  o r g a n i z a t i o n s  which c a r r y  o u t  some o f  t h e  

i n v e s t m e n t  t r a n s a c t i o n s  i n  t h e  c o u n t r y ,  and money lende r s  or  

t h e i r  e q u i v a l e n t .  The d e g r e e  o f  deve lopment  o f  s u c h  s y s t e m s  

c a n  have  an i n f l u e n c e  o n  p r i v a t e  sector g rowth .  Where s u c h  

f i n a n c i a l  s t r u c t u r e s  a r e  w e l l  d e v e l o p e d ,  t h e r e  t e n d  t o  be  
s p e c i a l i z e d  s o u r c e s  o f  i n v e s t m e n t  and working c a p i t a l  t h a t  

d e a l  w i t h  v a r i o u s  segmen t s  o f  t h e  economy, e . g . ,  f a r m e r s  

banks,  banks  t h a t  d e a l  p r i m a r i l y  w i t h  t h e  major i n d u s t r i a l  

f i r m s  and banks  t h a t  s p e c i a l i z e  i n  c r e d i t  a r r a n g e m e n t s  f o r  

small  e n t r e p r e n e u r s .  W h i l e  d i f f e r e n t i a t e d  f i n a n c i a l  i n s t i t u -  

t i o n s  -- which f a c i l i t a t e  a c o m p e t i t i o n  f o r  c a p i t a l  r e s o u r c e s  

among e n t e r p r i s e s  o f  s imilar c a t e g o r i e s  and s i z e s  -- e x i s t  i n  

some p a r t s  o f  t h e  wor ld ,  t h e y  t a k e  a  p r i m i t i v e  form e l s e w h e r e .  

I n  d e s c r i b i n g  t h e  m a r k e t  s t r u c t u r e  o f  West A f r i c a ,  M i r a c l e  

p o i n t s  o u t  t h a t  i n  t h e  1 9 6 0 s  o n l y  a p o r t i o n  o f  t h e  would-be 



e n t r e p r e n e u r s  had a c c e s s  t o  t h e  fo rma l  f i n a n c i a l  i n s t i t u t i o n s  

i n  t h a t  p a r t  o f  t h e  world -- a  s i t u a t i o n  which h a s  n o t  changed 

s i g n i f i c a n t l y  enough t o  make h i s  o b s e r v a t i o n s  i r r e l e v a n t :  

Most r u r a l  West A f r i c a n s  make no  u s e  o f  banks  
or  o f  o t h e r  fo rma l  s a v i n g s  and l e n d i n g  i n s t i -  
t u t i o n s .  Governmental  c r e d i t  a g e n c i e s  have  
v e r y  l i t t l e  c r e d i t  t o  e x t e n d ,  and nongovern- 
m e n t a l  banks a r e  g e n e r a l l y  n o t  i n t e r e s t e d  i n  
making l o a n s  t o  A f r i c a n s  b e c a u s e  t h e y  r a r e l y  
have  a c c e p t a b l e  c o l l a t e r a l ,  and a r e  
c o n s i d e r e d  e x t r e m e l y  h i g h  r i s k  b o r r o w e r s .  

The main s o u r c e s  o f  c a p i t a l  f o r  A f r i c a n s  a r e  
money lende r s ,  which i n  some communi t ies  may 
b e  non-Afr ican  a s  w e l l  a s  A f r i c a n ,  commodity 
b u y e r s ,  and f r i e n d s  or r e l a t i v e s . '  

I n  t h e  m a j o r i t y  o f  t h e  l i t e r a t u r e  t h a t  d i s c u s s e s  t h e  n e e d s  o f  

e n t r e p r e n e u r s  f o r  c a p i t a l ,  a g r e a t  d e a l  o f  a t t e n t i o n  is p a i d  

t o  t h e  need f o r  i n v e s t m e n t  c a p i t a l .  A t  t h e  same t i m e ,  

d e t a i l e d  s t u d i e s  o f  t h e  a c t u a l  s o u r c e s  o f  c a p i t a l ,  p a r t i c u -  

l a r l y  i n v e s t m e n t  c a p i t a l ,  show t h a t  a  l a r g e  number o f  d e v e l -  

o p i n g  c o u n t r y  e n t e r p r i s e s  have s t a r t e d  w i t h o u t  t h e  a s s i s t a n c e  

o f  f i n a n c i a l  i n s t i t u t i o n s ;  o n  t h e  o t h e r  hand, t h e s e  s t u d i e s  

s u g g e s t  t h a t  b u s i n e s s  needs  f o r  working c a p i t a l  -- t o  c o v e r  

mon th ly  " c a s h  f low" problems -- d o e s  t e n d  to come from l e n d i n g  

i n s t i t u t i o n s .  I n  commenting on t h e  r e q u i r e m e n t s  f o r  and u s e  

o f  l o a n s  f o r  b u s i n e s s  s t a r t - u p  and e x p a n s i o n ,  Georges  Nihan 

and Robert J o u r d a i n  found t h a t :  

C o n t r a r y  t o  t h e  w i d e l y  h e l d  v iew t h a t  t h e  
remedy f o r  t h e  i l ls  o f  t h e  i n f o r m a l  sector 
would be  an i n j e c t i o n  o f  f r e s h  c a p i t a l  by t h e  
S t a t e ,  w e  found t h a t  o n l y  4 0 . 5  p e r c e n t  o f  t h e  

* 
Marvin P. M i r a c l e ,  "Market  S t r u c t u r e  i n  Commoditv T r a d e  and 

C a p i t a l  ~ c c u m u l a t i &  i n  West A f r i c a , "  i n  Marke ts  and Marke t ing  
i n  Developing  C o u n t r i e s ,  o p .  c i t . ,  p .  212. 



e n t r e p r e n e u r s  i n  Nouakchot t  compla ined  a b o u t  
t h e  s h o r t a g e  of  c a p i t a l  and t h e  h igh  c o s t  o f  
equipment .  F u r t h e r m o r e ,  50 p e r c e n t  of  t h e s e  
were i n  t h e  c a t e g o r y  of u n d e r t a k i n g s  t h a t  
a l r e a d y  p o s s e s s e d  a  r e a s o n a b l e  l e v e l  of  
a s s e t s .  . . . 
Another  s u r p r i s i n g  f e a t u r e  is t h e  f a c t  t h a t  
o n l y  3.8 p e r c e n t  of  t h e  e n t r e p r e n e u r s  s t a r t e d  
t h e i r  b u s i n e s s  w i t h  t h e  a i d  of  a  l o a n  ( f rom 
banks ,  1 .5  p e r c e n t ;  from small money lende r s ,  
2 .3  p e r c e n t ) ,  w h i l e  f o r  84.7 p e r c e n t  of  them 
t h e i r  s t a r t i n g  c a p i t a l  was d e r i v e d  from 
p e r s o n a l  s a v i n g s  and f o r  1 . 5  p e r c e n t  it was 
p r o v i d e d  by t h e i r  f a m i l i e s .  The p r o p o r t i o n s  
a r e  more or less t h e  same f o r  t h e  s o u r c e  of  
money used to expand t h e  u n d e r t a k i n g .  T h i s  
is conf i rmed  by t h e  f a c t  t h a t ,  a f t e r  d e d u c t -  
ing  t h e  e n t r e p r e n e u r ' s  p e r s o n a l  weekly p r o f i t  
and h i s  o u t l a y  f o r  housekeeping  and a s s i s -  
t a n c e  t o  t h e  "ex tended  f a m i l y , "  78.7 p e r c e n t  
o f  t h e  e n t r e p r e n e u r s  s t i l l  have a b a l a n c e  i n  
hand w i t h  which to e f f e c t  a d d i t i o n a l  
i n v e s t m e n t s . *  

O t h e r  c o u n t r i e s '  s t u d i e s  p r o v i d e  s i m i l a r  d a t a .  I n  S i e r r a  

Leone, f o r  example,  a  Michigan S t a t e  team found t h a t  t h e  

p r i m a r y  s o u r c e  of i n i t i a l  i n v e s t m e n t  c a p i t a l  f o r  f i r m s  of  

v a r y i n g  s i z e s  was s a v i n g s ;  t h e  main s o u r c e  of  f u n d s  f o r  expan- 

s i o n  was found to be r e i n v e s t e d  p r o f i t . * *  I n  t h e  Michigan 

S t a t e  s t u d y  of  H a i t i ,  t h e  d i s t i n c t i o n  between i n v e s t m e n t  

c a p i t a l  and working c a p i t a l  was made even  more c l e a r l y :  

Of t h e  e n t r e p r e n e u r s  who borrowed money l a s t  
y e a r ,  87 p e r c e n t  used t h e  borrowed f u n d s  to 
p u r c h a s e  raw m a t e r i a l s ,  a  s h o r t - t e r m  

Georges  Nihan and Rober t  J o u r d a i n ,  "The Modern I n f o r m a l  
S e c t o r  i n  Nouakcho t t , "  I n t e r n a t i o n a l  Labor  Review, Volume 117,  
No. 8 ,  November-December 1978,  pp. 716-717. 

* * 
C a r l  Liedhom and Enyinna Chuta ,  "The Economics of  R u r a l  and 

Urban Smal l  S c a l e  I n d u s t r i e s  i n  S i e r r a  Leone,"  A f r i c a n  R u r a l  
Economy P a p e r  No. 1 4 ,  Michigan S t a t e  U n i v e r s i t y ,  1976,  p. 36. 



e x p e n d i t u r e  of  working c a p i t a l .  Only 1 3  
p e r c e n t  o f  t h o s e  who borrowed s p e n t  t h e  f u n d s  
o n  f i x e d  c a p i t a l  goods s u c h  a s  mach ine ry  and 
equipment .  Working c a p i t a l  is c l e a r l y  a n  
i m p o r t a n t  problem; when e n t r e p r e n e u r s  had to 
g o  o u t s i d e  o f  t h e i r  b u s i n e s s  f o r  f i n a n c i a l  
s u p p o r t ,  t h e  s u p p o r t  t h e y  r e c e i v e d  was i n  t h e  
form o f  s h o r t - t e r m  working c a p i t a l . *  

Working c a p i t a l  n e e d s ,  which are q u i t e  d i f f e r e n t  from i n v e s t -  

ment  c a p i t a l  n e e d s ,  t e n d  to  b e  o v e r l o o k e d  i n  t h e  p l a n n i n g  o f  

p r i v a t e  sector s u p p o r t  programs.  I n  t h i n k i n g  a b o u t  t h e  f i n a n -  

c i a l  needs  o f  f i r m s ,  l a r g e  and s m a l l ,  i t  i s  u s e f u l  to  have 

some n o t i o n  o f  t h e  p a t t e r n s  t h e s e  n e e d s  t a k e .  F i g u r e  1 

p r o v i d e s  o n e  way o f  t h i n k i n g  a b o u t  t h e  v a r i a t i o n s  i n  c a p i t a l  

n e e d s  t h a t  may e x i s t  i n  a d e v e l o p i n g  c o u n t r y  s i t u a t i o n .  

4.  B u s i n e s s  E x p e r i e n c e  and S k i l l s  

A number o f  s t u d i e s  u n d e r t a k e n  o v e r  t h e  y e a r s  h a v e  s u g g e s t e d  

t h a t  t h e  e n t r e p r e n e u r s  i n  t h e  d e v e l o p i n g  c o u n t r i e s  t e n d  t o  

a c q u i r e  t h e i r  b u s i n e s s  s k i l l s  t h r o u g h  a s s o c i a t i o n s  w i t h  e n t e r -  

p r i s e .  Thus,  young p e o p l e  who work i n  e n t e r p r i s e  o f t e n  l e a r n  

enough t o  g o  o u t  and s t a r t  t h e i r  own b u s i n e s s e s .  O f t e n  t h e i r  

o r i g i n a l  e x p o s u r e  comes t h r o u g h  a n  a p p r e n t i c e s h i p  program. 

S i m i l a r l y ,  c o m p a r a t i v e  s t u d i e s  i n  Greece, t h e  P h i l i p p i n e s ,  

P a k i s t a n  and Turkey d e m o n s t r a t e d  t h a t  many i n d u s t r i a l  e n t r e -  

p r e n e u r s  had p r i o r  e x p e r i e n c e  as merchants .**  

S t e v e  Haggblade,  J a c q u e s  Defay and Bob P i  tman, "Smal l  
Manufac tu r ing  and R e p a i r  E n t e r p r i s e s  i n  Haiti:  Survey  
R e s u l t s , "  Michigan S t a t e  U n i v e r s i t y  R u r a l  Development S e r i e s ,  
Working Pape r  No. 4 ,  1979 ,  p. 58. 
* * 

A l e c  P. A lexande r ,  "Merchants  and t h e  R e c r u i t m e n t  o f  
I n d u s t r i a l i s t s , "  i n  Marke ts  and Marke t ing  i n  Developing 
Economies,  o p .  c i t . ,  p. 190.  



Figure 1. Authors' Guesstimate of the Distribution of Loan 
Demand for Investment and "Cash Flow" Management in 
Relatively Underdeveloped Economies 

While this type of progression provides some of the exposure 

to business skills that entrepreneurs need, the numbers that 

receive such training are few relative to the potential scale 

of the private sector in many countries. Management training 

per se in such fundamentals as accounting is often difficult 

to acquire, particularly after one'is out Of school and in 

business. The Africa Bureau's draft paper on the private 

sector has identified the "lack of entrepreneurial talent and 

managerial skills" as "one of the most important constraints 



on t h e  deve lopmen t  of  A f r i c a n  economies ."  An a l l i e d  problem, 

" t h e  [ s c a r c i t y ]  of  t e c h n i c a l  s k i l l s  needed  f o r  t h e  e f f i c i e n t  

p r o v i s i o n  o f  a  q u a l i t y ,  c o m p e t i t i v e  p r o d u c t  or s e r v i c e "  h a s  

a l s o  been  i d e n t i f i e d  as  a  c o n s t r a i n t  o n  t h e  c o n t i n e n t .  The 

t e c h n i c a l  s k i l l s  t o  which t h e  Bureau r e f e r s  are  o f t e n  s i m p l e  

s k i l l s  s u c h  a s  " t y p i n g ,  w e l d i n g ,  c a r p e n t r y ,  m e c h a n i c s ,  

e l e c t r i c a l  work, e t c .  "* 

It  is w o r t h  n o t i n g  t h a t  t h e  a r e a  o f  management and r e l a t e d  

b u s i n e s s  s k i l l s  i s  o n e  t h a t  e n t r e p r e n e u r s  t h e m s e l v e s  i d e n t i f y  

as a  c r i t i c a l  problem. The Nihan and J o u r d a i n  s t u d y  o f  

M a u r i t a n i a ' s  e n t r e p r e n e u r s  showed management and r e l a t e d  

s k i l l s  t o  b e  a  c o n s t r a i n t  t h a t  e n t r e p r e n e u r ' s  r anked  ahead  o f  

a c c e s s  t o  c a p i t a l  i n  impor t ance .  A series o f  AID-funded 

s t u d i e s  o f  s m a l l  e n t e r p r i s e s ,  a s  w e l l  a s  s m a l l  e n t e r p r i s e  

p r o j e c t  e v a l u a t i o n s ,  have t ended  to  conf  i n n  t h e  i m p o r t a n c e  o f  

management and s k i l l  t r a i n i n g  as  a  c o n s t r a i n t  o n  p r i v a t e  

e n t e r p r i s e  deve lopmen t ,  t hough  o t h e r  s t u d i e s  d o  n o t  neces -  

s a r i l y  r a n k  t h e  l a c k  o f  t h e s e  s k i l l s  a s  a h i g h e r  p r i o r i t y  t h a n  

a c c e s s  t o  c r e d i t .  

5. Technology Access  and A p p l i c a t i o n  

The t e c h n o l o g i c a l  g a p  be tween many d e v e l o p i n g  c o u n t r y  e n t e r -  

p r i s e s  and t h e  s t a t e - o f - t h e - a r t  is p a r t i a l l y  a  f u n c t i o n  o f  

access and p a r t l y  a  f u n c t i o n  o f  t h e  c a p a c i t y  o f  t h e  d e v e l o p i n g  

c o u n t r i e s  to  a b s o r b  and a p p l y  new t e c h n o l o g i e s  .** 

* 
"The Development o f  A£ r i c a n  P r i v a t e  E n t e r p r i s e :  D r a f t  

D i s c u s s i o n  P a p e r , "  A I D  Off ice o f  Reg iona l  A f f a i r s ,  Bureau f o r  
A f r i c a ,  Oc tobe r  1981,  p.7. 
* * 

The i s s u e s  i n  t h e  a r e a  o f  t e c h n o l o g y  a c c e s s  and  t r a n s f e r  are  
complex. While  i t  is i m p o r t a n t  to  n o t e  t h e  r e l a t i o n s h i p  
be tween t e c h n o l o g y  t r a n s f e r  and p r i v a t e  s e c t o r  g rowth ,  n o  
e f f o r t  i s  made h e r e  t o  f u l l y  a d d r e s s  t h i s  t o p i c .  



The a c c e s s  i s s u e  i t s e l f  h a s  two i m p o r t a n t  d i m e n s i o n s .  F i r s t ,  

t h e r e  is  t h e  q u e s t i o n  o f  whether  t h o s e  w i t h  t e c h n o l o g i c a l  

knowledge w i l l  make i t  a v a i l a b l e .  In  some domains,  t h e  newes t  

t e c h n o l o g i e s  a r e  o f t e n  r e a d i l y  a v a i l a b l e .  A g r i c u l t u r a l  t ech-  

n o l o g i e s ,  f o r  example,  and o t h e r  t e c h n o l o g i e s  t h a t  a r e  wide ly  

and q u i t e  v i s i b l y  a p p l i e d  a r e  d e m o n s t r a b l y  a c c e s s i b l e .  O t h e r  

t e c h n o l o g i e s ,  p a r t i c u l a r l y  p r o d u c t i o n  t e c h n o l o g i e s  which g i v e  

f i r m s  a n  edge  o v e r  t h e i r  c o m p e t i t o r s  and which c a n  b e  k e p t  

s e c r e t ,  may n o t  be  a v a i l a b l e  e x c e p t  t h r o u g h  j o i n t  v e n t u r e s  and 

o ther  a r r a n g e m e n t s  t h a t  k e e p  t h e  t e c h n i c a l  s e c r e t s  unde r  

company c o n t r o l .  The second d imens ion  o f  a c c e s s  h a s  t o  d o  

w i t h  i n c e n t i v e s  t o  s h i f t  toward newer and more e f f i c i e n t  t e c h -  

n o l o g i e s .  Firms which compete i n  m a r k e t s  and w i t h  p r o d u c t s  

where t h e  a d v a n t a g e s  o f  new t e c h n o l o g i e s  a r e  e i t h e r  n o t  w e l l  

unde r s tood  or a r e  p e r c e i v e d  t o  c o s t  more t h a n  t h e y  w i l l  r e t u r n  

i n  a  r e a s o n a b l e  t ime  may n o t  b e  m o t i v a t e d  to  change .  Low 

p r i c e  p o l i c i e s  i n  c e r t a i n  a r e a s ,  n o t a b l y  a g r i c u l t u r e  i n  

A f r i c a ,  have  been  found t o  i n h i b i t  t e c h n o l o g i c a l  improvements 

i n  j u s t  t h i s  manner.* 

A second e l emen t  o f  t h e  t e c h n o l o g i c a l  c o n s t r a i n t ,  t h e  c a p a c i t y  

to  a b s o r b  and a d o p t  new t e c h n o l o g i e s ,  r e l a t e s  c l o s e l y  t o  t h e  

l a c k  o f  m a n a g e r i a l  and t e c h n i c a l  s k i l l s  i n  t h e  d e v e l o p i n g  

c o u n t r i e s .  Harvey Wal l ende r ,  i n  a f i v e . c o u n t r y  s t u d y  o f  tech-  

nology t r a n s f e r ,  i d e n t i f i e d  managers '  i n a b i l i t i e s  t o  i d e n t i f y  

when t e c h n o l o g i e s  s h o u l d  be a p p l i e d  a s  a  key f a c t o r  l i m i t i n g  

t e c h n o l o g i c a l  improvements i n  d e v e l o p i n g  c o u n t r y  e n t e r p r i s e s .  

I n  l o o k i n g  beyond h i s  s t u d y  f i n d i n g s ,  Wal l ende r  i n d i c a t e d  t h a t  

w h i l e  p a s t  programs h a v e  n o t  t ended  t o  c o n s i d e r  t h e  m a n a g e r i a l  

Henry L. Miles, " O b s t a c l e s  t o  T r a n s f e r i n g  Technology t o  t h e  
A f r i c a n  S m a l l h o l d e r , "  O f f i c e  of  E v a l u a t i o n ,  Bureau f o r  A f r i c a ,  
November 1981, p.5. 



c a p a c i t y  and p r o c e s s e s  i n  d e v e l o p i n g  c o u n t r y  f i r m s ,  new 

p r o j e c t s  c o u l d  improve upon t h i s  r e c o r d :  

What is needed a r e  programs which t a k e  i n t o  
a c c o u n t  t h e  i m p o r t a n t  r o l e  o f  t h e  manager i n  
p r e p a r i n g  t h e  f i r m  to r e c e i v e  and u t i l i z e  
t e c h n o l o g y ,  and which t h e r e b y  c o n t r i b u t e  to  
s t r e n g t h e n i n g  e f f e c t i v e  t e c h n o l o g i c a l  i n f r a -  
s t r u c t u r e s  w i t h i n  d e v e l o p i n g  c o u n t r i e s . *  

6. C u l t u r a l  and S o c i a l  T r a d i t i o n s  and P r a c t i c e s  

C u l t u r e ,  l i k e  p o l i t i c s ,  i s  a  f a c t o r  t h a t  c a n  be  i n t i m a t e l y  

l i n k e d  w i t h  t h e  deve lopment  o f  a  b u s i n e s s  env i ronmen t  i n  a  

c o u n t r y .  I n  some n a t i o n s ,  p a r t i c u l a r  s u b - c u l t u r e s  d o m i n a t e  

e n t e r p r i s e ,  e i t h e r  w i t h  t h e  s u p p o r t  o f  t h e  r e s t  o f  t h e  n a t i o n  

o r  somewhat t o  i t s  d i s p l e a s u r e .  C u l t u r a l  m i n o r i t i e s  t h a t  

s u c c e e d  i n  b u s i n e s s  a r e  a t  times p o l i t i c a l l y  u n p o p u l a r ,  some- 

times t o  t h e  p o i n t  where  a  n a t i o n  w i l l  a c t  a g a i n s t  i t s  c u r r e n t  

economic i n t e r e s t s  i n  o r d e r  t o  s h i f t  toward i t s  c u l t u r a l  

m a j o r i t y .  The e x p e r i e n c e  o f  c u l t u r a l  m i n o r i t i e s  i n  p a r t i c u l a r  

n a t i o n s ,  a t  v a r i o u s  p o i n t s  i n  h i s t o r y ,  h a s  been  d i f f i c u l t  

i n d e e d .  The s m a l l e r  t h e  b u s i n e s s  s e c t o r ,  t h e  more n o t i c e a b l e  

s u c h  m i n o r i t i e s  may be.  Thus,  o n e  o f  t h e  more p o s i t i v e  

a p p r o a c h e s  t o  s u c h  d i f f i c u l t  s i t u a t i o n s  may i n v o l v e  t h e  

o v e r a l l  e x p a n s i o n  o f  e n t e r p r i s e  and a  g r a d u a l  r e d u c t i o n  o f  t h e  

p e r c e i v e d  "problem,"  n o t  t h r o u g h  d r a m a t i c  means, b u t  t h r o u g h  a  

r e d u c t i o n  o f  t h e  s h a r e  o f  e n t e r p r i s e  a s s o c i a t e d  w i t h  c u l t u r a l  

m i n o r i t i e s .  I n  a  f u l l  and v i g o r o u s  economy i t  is l i k e l y  t h a t  

members o f  t h e  c u l t u r a l  m a j o r i t y  would have s u f f i c i e n t  

i nvo lvemen t  i n  t h e  b u s i n e s s  community t o  d i s p e l  much o f  t h e  

c o n c e r n  w i t h  m i n o r i t y  managed e n t e r p r i s e .  While  n o t  e n t i r e l y  

* 
Harvey W .  W a l l e n d e r  111, "Technology T r a n s f e r  and Management 

i n  t h e  Developing C o u n t r i e s , "  f o r  t h e  Fund f o r  M u l t i n a t i o n a l  
Management E d u c a t i o n ,  December 1978,  p .  8. 



s i m i l a r ,  t h e  e f f o r t s  i n  A f r i c a n  c o u n t r i e s  t o  g r a d u a l l y  r e p l a c e  

and complement e x p a t r i a t e s  h o l d i n g  c i v i l  s e r v i c e  p o s i t i o n s  

have  o v e r  t i m e  r educed  s t r o n g  i n i t i a l  c o n c e r n s  a b o u t  t h e  

s t r e n g t h  o f  i n d i v i d u a l s  and g r o u p s  who were  n o t  c l e a r l y  

members o f  t h e  dominant  g r o u p  w i t h i n  a  n a t i o n  w i t h  r e g a r d  t o  

t h i s  segment  o f  t h e  economy. 

Even i n  c o u n t r i e s  where t h e  i s s u e  o f  c u l t u r a l  m i n o r i t i e s  need 

n o t  b e  c o n s i d e r e d ,  o t h e r  c u l t u r a l  f a c t o r s  c a n  c o n s t r a i n  t h e  

deve lopmen t  o f  t h e  p r i v a t e  s e c t o r .  O f t e n  development  a s s i s -  

t a n c e  programs make a s s u m p t i o n s  a b o u t  human b e h a v i o r  and 

change  t h a t  p r o v e  t o  be  wrong. m n o r  e x p e r i e n c e ,  i n c l u d i n g  

A I D ' S ,  h a s  i n d i c a t e d  t h a t  on-the-ground a n a l y s i s  o f  t h i s  t y p e  

o f  a s s u m p t i o n  is  o f t e n  r e q u i r e d .  Thus,  f o r  example,  r e c e n t  

s t u d i e s  o f  t h e  n a t u r e  o f  l i v e s t o c k  p r o d u c t i o n  i n  A f r i c a  have 

d e m o n s t r a t e d  t h a t  poor  p r o j e c t  pe r fo rmance  i n  t h e  p a s t  c a n  b e  

a t t r i b u t e d ,  a t  l e a s t  i n  p a r t ,  to a  Western  m i s u n d e r s t a n d i n g  o f  

t h e  ways i n  which A f r i c a n s  view l i v e s t o c k .  Our e x p e c t a t i o n s  

c o n c e r n i n g  t h e  economic v a l u e  o f  a n i m a l s  h a s  a t  times r u n  

head-on i n t o  A f r i c a n  i n t e r e s t  i n  owner sh ip ,  per - se, and t h e  

m i l k  t h e s e  a n i m a l s  p r o v i d e  .* 

S o c i a l  and c u l t u r a l  t r a d i t i o n s  and p r a c t i c e s ,  which  stem from 

d i f f e r e n c e s  i n  h i s t o r y  and v a l u e s ,  t a k e  a  v a r i e t y  of s h a p e s .  

However, t h e s e  d i f f e r e n c e s  w i l l  n o t  n e c e s s a r i l y  d e t e r m i n e  t h e  

d e g r e e  o f  marke t  growth .  C u l t u r e s  t h a t  a r e  r a d i c a l l y  d i f f e r -  

e n t  i n  many ways, e .g . ,  t h e  United S t a t e s  and J a p a n ,  c a n  b o t h  

y i e l d  v i t a l  p r i v a t e  e n t e r p r i s e s .  P e r s o n a l i z e d  c o n c e p t s  o f  

b u s i n e s s ,  s u c h  a s  t h o s e  i n c o r p o r a t e d  i n  t h e  J a p a n e s e  i d e a  o f  a  

* 
A I D  Program E v a l u a t i o n  D i s c u s s i o n  P a p e r ,  No. 6, "The 

S o c i o l o g y  o f  P a s t o r a l i s m  and A f r i c a n  L i v e s t o c k  P r o j e c t s  ," 
Michael  M .  Horowi tz ,  May 1979,  and A I D  Program E v a l u a t i o n  
Repor t ,  N o .  4 ,  "The Workshop on  P a s t o r a l i s m  and A f r i c a n  
L i v e s t o c k  Development," t h e  I n s t i t u t e  f o r  Development 
Anthropology,  May 1980.  



f i r m ,  c a n  be  e x t r e m e l y  s u c c e s s f u l ,  t hough  t h e y  a r e  q u i t e  d i f -  

f e r e n t  from w e s t e r n  n o t i o n s  o f  f i r m s  and t h e i r  management. 

The d r a f t  d i s c u s s i o n  p a p e r  on  p r i v a t e  e n t e r p r i s e  p r e p a r e d  by 

t h e  A f r i c a  Bureau  i n d i c a t e s  t h a t  a  number o f  known f a c t o r s  o f  

s o c i a l  and c u l t u r a l  o r i g i n  c a n  e f f e c t  t h e  g rowth  o f  b u s i n e s s  

and m a r k e t s  o n  t h a t  c o n t i n e n t .  A t  t h e  same time, some o f  t h e  

v a l u e s  found i n  A f r i c a ,  s u c h  a s  s t r o n g  f a m i l y  t i es  and expec- 

t a t i o n s  c o n c e r n i n g  t h e  s u p p o r t  o f  e x t e n d e d  f a m i l i e s ,  a r e  a l s o  

t o  be  found i n  s t r o n g  p r i v a t e  s e c t o r  economies  i n  A s i a .  

A r e a l i s t i c  u n d e r s t a n d i n g  o f  t h e  s o c i a l  and c u l t u r a l  f a c t o r s  

t h a t  o p e r a t e  i n  a  s p e c i f i c  b u s i n e s s  env i ronmen t  i s  an  impor- 

t a n t  key  t o  d e c i d i n g  what  t y p e s  o f  i n t e r v e n t i o n s  w i l l  y i e l d  

p o s i t i v e  m a r k e t  r e s u l t s .  To some e x t e n t  i t  may be  t h a t  

c o u n t r i e s  which d i f f e r  i n  terms o f  what w e  m i g h t  c a l l  t h e i r  

o v e r a l l  " s t a g e "  o f  deve lopment  may r e spond  t o  d i f f e r e n t  t y p e s  

o f  p r i v a t e  s e c t o r  a s s i s t a n c e .  Yet a t  t h e  same time n o t i o n s  

l i k e  " s t a g e "  o f  deve lopment  s h o u l d  n o t  be a p p l i e d  

i n d i s c r i m i n a t e l y .  

The i s s u e  o f  c u l t u r a l  m i s p e r c e p t i o n s  w i l l  be  i m p o r t a n t  f o r  

p r i v a t e  sector  v e n t u r e s  t h a t  a r e  mounted t o  s e r v e  t h e  d o m e s t i c  

economies  o f  t h e  d e v e l o p i n g  c o u n t r i e s ,  a s  t h e y  h a v e  been i n  

o t h e r  t y p e s  o f  i n i t i a t i v e s  a s s i s t e d  by f o r e i g n  d o n o r s .  In  

a d d i t i o n ,  c u l t u r a l  m i s p e r c e p t i o n s  can  p l a y  a  r o l e  i n  t h e  

f a i l u r e  or s u c c e s s  o f  e x p o r t  i n d u s t r i e s .  When l o c a l  b u s i n e s s -  

men s e e k  t o  e n t e r  f o r e i g n  m a r k e t s  t h e y  f a c e  a l l  o f  t h e  p o s s i -  

b i l i t i e s  f o r  c u l t u r a l  m i s u n d e r s t a n d i n g  i n  r e v e r s e .  I f  e x p o r t  

p r o d u c t s  a r e  n o t  a d e q u a t e l y  p r e t e s t e d  i n  f o r e i g n  m a r k e t s  t h e y  

c a n  f a i l  i n  t h e  m a r k e t p l a c e ;  d i f f e r e n t  c u l t u r e s  have  d i f f e r e n t  

buying  p a t t e r n s  and r e spond  d i f f e r e n t l y  t o  t h e  same p r o d u c t  i n  

some c a s e s .  



MODES OF FOSTERING PRIVATE ENTERPRISE INITIATIVES 

The purpose of this section is to examine the effectiveness, 

and to the degree possible, the costs of specific approaches 

for stimulating private enterprise inititives that have been 

used in the past by AIC, by other donor organizations and, at 

times, by private sector companies. The section moves away 

from a general discussion of the nature of markets and experi- 

ence with the market process and examines more closely speci- 

fic types or "modes" of assistance to the private sector. The 

approaches for fostering private enterprise initiatives in the 

developing countries have tended to take two broad forms: 

policy reform efforts and specific programs and projects aimed 

at directly assisting private enterprise. In this section, 

both of these broad forms of assistance are considered. 

A. POLLCY ANALYSIS AND POLICY REFORM 

From time to time, AID has worked with developing countries as 

they sought to establish policies that would stimulate private 

enterprise and promote economic growth. By their nature, 

policy analysis and policy reform efforts differ from the pro- 
grams and projects that dominate AID'S portfolio. Often such 

efforts are undertaken in parallel to program and project 

development and implementation. Yet at times the very dif- 

ferent character of these efforts makes them somewhat invis- 

ible to an observer of AID'S documentary record; exercises 

that generate a significant historical record tend to be 

associated more closely with activities that transfer funds 

than with those which, in good part, rely on discussion, 

analysis and persuasion. 



A s  t h e  p r e c e d i n g  s e c t i o n  o f  t h i s  p a p e r  s u g g e s t e d ,  p o l i c y  

a n a l y s i s  and reform e f f o r t s  can  f o c u s  o n  one  o r  a  number o f  

p o l i c i e s  o f  h o s t  governments .  I n  one  s i t u a t i o n ,  t a r i f f s  or 

exchange  r a t e s  migh t  b e  t h e  o n l y  p o l i c y  under  e x a m i n a t i o n  and 

d i s c u s s i o n .  I n  o ther  s i t u a t i o n s ,  a  much b r o a d e r  r a n g e  o f  

p o l i c i e s  migh t  b e  i n v o l v e d .  Even when A I D  documents  d o  i n d i -  

c a t e  t h a t  t h e  economic p o l i c i e s  o f  h o s t  governments  p l a y  a  

c e n t r a l  r o l e  i n  t h e  Agency's  s t r a t e g y  and program, t h e  s p e c i -  

f i c  p o l i c i e s  under  c o n s i d e r a t i o n  may n o t  be  i d e n t i f i e d ,  a s  was 

t h e  c a s e  i n  o n e  o f  t h e  few e x p l i c i t  d i s c u s s i o n s  l o c a t e d  i n  A I D  

p r o j e c t  d e s c r i p t i o n  documents:  

T h i s  p r o j e c t  w i l l  c o n t i n u e  to  a s s i s t  t h e  
Government of  Korea i n  f o r m u l a t i n g  and imple- 
menting economic pol ic ies .  Such p o l i c i e s  
s h o u l d  b e  c o n s i s t e n t  w i t h  an  i n c r e a s i n g  
r e l i a n c e  o n  marke t  f o r c e s  and p r i v a t e  i n v e s t -  
ment ra ther  t h a n  government  c o n t r o l s  and 
inves tmen t .*  

The s e n t i m e n t  h e r e  is  t i m e l y ,  and t h e  c a s e  o f  Korea is w e l l -  

known i n  A I D  and r e l a t i v e l y  well documented. A s  t h e  r e c o r d s  

o f  t h e  Korea c a s e  show, t h e  p o l i c y  c h a n g e s  a s s i s t e d  by s u c h  

p r o j e c t s  were q u i t e  e f f e c t i v e .  The n a t u r e  o f  t h e  way i n  which 

p o l i c y  change  was promoted i n  Korea is, however,  s e e n  i n  d i f -  

f e r e n t  ways by d i f f e r e n t  people .  For some, t h e  a n a l y t i c  work 

dominated;  f o r  o t h e r s ,  t h e  o p p o r t u n i t i e s  key o f f i c i a l s  i n  t h e  

Korean government  had to t a l k  t h i n g s  o v e r  i n f o r m a l l y ,  on a  

r e g u l a r  b a s i s ,  w i t h  t h e  American Ambassador, t h e  A I D  M i s s i o n  

D i r e c t o r  and o t h e r s  played a  c e n t r a l  role. 

Whi le  Korea and Taiwan a r e  c o u n t r i e s  where p o l i c y  o j e c t i v e s  

and a n a l y s e s  were e x p l i c i t  e l e m e n t s  o f  t h e  A I D  program, A I D  

* 
Agency f o r  I n t e r n a t i o n a l  Development, C o n g r e s s i o n a l  

P r e s e n t a t i o n ,  FY70, p. 3 6 .  



s t a f f  have a l s o  been  i n v o l v e d  i n  t h i s  t y p e  o f  e f f o r t  else- 

where,  t hough  p e r h a p s  i n  a  less e x p l i c i t  way. A t  times t h e s e  

o t h e r  e f f o r t s  have t a k e n  t h e  form o f  a d v i s o r y  a s s i s t a n c e ,  

o f t e n  i n f o r m a l  i n  i ts  c h a r a c t e r .  I n  o t h e r  c o u n t r i e s ,  p o l i c y  

r e f o r m  o b j e c t i v e s  have  been  i n c o r p o r a t e d  i n t o  programs and 

p r o j e c t s  v i a  t h e  mechanism o f  " c o n d i t i o n s  p r e c e d e n t "  to  an 

a c t i o n  i n v o l v i n g  t h e  t r a n s f e r  o f  f u n d s  o r  t h e  p r o v i s i o n  o f  

t e c h n i c a l  a s s i s t a n c e .  

The d e t a i l e d  n a t u r e  o f  p o l i c y  r e f o r m  e f f o r t s  i n  t h e  d e v e l o p i n g  

c o u n t r i e s ,  and t h e i r  e f f e c t s ,  a r e  becoming somewhat e a s i e r  t o  

u n d e r s t a n d  as documents  t h a t  d i s c u s s  s u c h  e f f o r t s  b e g i n  to  

a p p e a r .  Three  s t u d i e s  comple ted  q u i t e  r e c e n t l y  d i s c u s s  p o l  i c y  

r e f o r m s ,  i n  a  v a r i e t y  o f  c o u n t r i e s ,  i n  a  more a n a l y t i c  manner 

t h a n  is c h a r a c t e r i s t i c  o f  e a r l i e r  treatises.  Through t h e s e  

documents  a v a r i e t y  o f  " l e s s o n s "  have become a v a i l a b l e  which 

c a n  p r o v i d e  g u i d a n c e  to t h o s e  invo lved  i n  p o l i c y  a n a l y s i s  and 

r e f o r m  e f f o r t s  t o d a y .  

A s  i n d i c a t e d  e a r l i e r ,  B e l a  B a l a s s a ' s  s t u d y  o f  p o l i c y  r e f o r m  i n  

t h e  d e v e l o p i n g  c o u n t r i e s  c o n c e n t r a t e d  o n  t h e  e f f e c t s  o f  

i m p o r t - s u b s t i t u t i o n  p o l i c i e s  and o n  c h a n g e s  which t o o k  p l a c e  

when gove rnmen t s  moved away from p r o t e c t i o n i s t  p o l i c i e s  o n c e  

a n  i n d u s t r i a l  b a s e  had been d e v e l o p e d .  The n e g a t i v e  e f f e c t s  

of impor t-s u b s t i t u t i o n  documented by B a l a s s a  i n c l u d e d  i n e f  f  i- 

c i e n c i e s  i n  t h e  a l l o c a t i o n  o f  economic r e s o u r c e s ,  u n d e s i r a b l e  

employment e f f e c t s  and r e l a t e d  e f f e c t s  on income d i s t r i b u t i o n ,  

and ,  a t  t i m e s ,  d i s a p p o i n t i n g  b a l a n c e  o f  payments  e f f e c t s . *  

A second s t u d y ,  which c o n c e n t r a t e s  o n  exchange  r a t e  p o l i c i e s ,  

is t h e  t e n  volume s t u d y  o n  f o r e i g n  t r a d e  and economic d e v e l o p  

ment u n d e r t a k e n  by t h e  N a t i o n a l  Bureau o f  Economic Research ,  

B a l a s s a ,  op .  c i t .  



under  A I D  s p o n s o r s h i p .  T h i s  complex s t u d y  makes a  number o f  

p o i n t s  t h a t  c o n t r i b u t e  t o  an  u n d e r s t a n d i n g  o f  t h e  way i n  which 

l i b e r a l i z a t i o n  e f f o r t s  d o  and d o  n o t  b r i n g  a b o u t  a n t i c i p a t e d  

r e s u l t s .  In  h e r  s y n t h e s i s  volume, Anne Krueger  p o i n t s  o u t  

t h a t  what a p p e a r  t o  be i m p o r t a n t  changes  a r e  n o t  a lways what 

t h e y  seem. On t h e  p a r t i c u l a r  s u b j e c t  o f  h e r  c o n c e r n ,  exchange  

r a t e s ,  s h e  found t h a t  nominal  changes  had to  be looked  a t  

c a r e f u l l y  and g e n e r a l l y  i n  terms o f  t h e i r  n e t  e f f e c t  o n  t h e  

amount t h a t  a c t u a l l y  had to  be p a i d  f o r  f o r e i g n  exchange.  A t  

t i m e s ,  s h e  r e p o r t s ,  t h i s  t y p e  o f  c l o s e  o b s e r v a t i o n  r e v e a l s  

t h a t  v e r y  l i t t l e  change h a s  r e a l l y  o c c u r r e d  -- and t h e  l a c k  o f  

economic r e s p o n s e  t o  t h i s  t y p e  o f  non-change is under s t and-  

a b l e .  While  h e r  f i n d i n g  i n  t h i s  a r e a  d o e s  n o t  n e c e s s a r i l y  

s u g g e s t  d i r e c t  a n a l o g s  i n  o t h e r  a r e a s ,  i t  c e r t a i n l y  s h o u l d  

encourage  u s  t o  c a r e f u l l y  e v a l u a t e  t h e  r e a l  c h a n g e s  t h a t  

a p p e a r  t o  b e  a s s o c i a t e d  w i t h  a l t e r a t i o n s  i n  p r i c i n g  p o l i c i e s ,  

t a x  r a t e s ,  i n t e r e s t  r a t e s  and wages,  e s p e c i a l l y  when t h e s e  

o c c u r  i n  p a r a l l e l ,  c r e a t i n g  t h e  o p p o r t u n i t y  f o r  s p e c i f i c  

e f f e c t s  t o  o f f s e t  e a c h  o t h e r .  

I n  commenting on  t h e  Krueger  volume, R o b e r t  L i p s e y  r eminds  u s  

o f  t h e  r o l e  t h a t  e x p e c t a t i o n s  p l a y  i n  s h a p i n g  economic 

r e s u l t s : *  

P e r h a p s  t h e  most i m p o r t a n t  c o n c l u s i o n s  from 
P r o f e s s o r  K r u e g e r ' s  a n a l y s i s  i s  t h a t  a  b i a s  
toward  e x p o r t s ,  and p a r t i c u l a r l y  a  p e r v a s i v e ,  
w e l l - p u b l i c i z e d ,  and s t a b l e  government  
commitment t o  e x p o r t s ,  i s  most f a v o r a b l e  to  
economic growth .  S t r e s s  is l a i d  a  number of 

* 
The ro le  o f  e x p e c t a t i o n s  was i d e n t i f i e d  e a r l i e r .  and - ~ ~- - - .  - ~ - ~ ~  

d i s c u s s e d  more e x t e n s i v e l y ,  by Ludwig M .  Lachman, i n  C a p i t a l ,  
E x p e c t a t i o n s  and t h e  Market  P r o c e s s :  Essays  o n  t h e  Theory o f  
t h e  Market  Economy, Kansas C i t y :  Sheed Andrews and McMeel, 
Inc . ,  1977 ,  p a r t i c u l a r l y  "The Role  o f  E x p e c t a t i o n s  i n  
Economics a s - a  S o c i a l  s c i e n c e m  (1943 1, p i .  65-80. 



times o n  t h e  impor t ance  o f  t h e  known commit- 
ment  t o  a n  e x p o r t  o r i e n t a t i o n ,  beyond t h e  
m e a s u r a b l e  e f f e c t s  o f ,  f o r  example,  changes  
i n  e f f e c t i v e  exchange  r a t e s .  The commitment 
i n f l u e n c e s  e x p e c t a t i o n s  a b o u t  f u t u r e  govern-  
ment  a c t i o n s  and e n c o u r a g e s  e x p o r t  s u p p l i e r s  
t o  b e l i e v e  t h a t  c u r r e n t l y  f a v o r a b l e  cond i -  
t i o n s  w i l l  be  m a i n t a i n e d  and a r e  t h e r e f o r e  
wor th  a d a p t i n g  to. E x p e c t a t i o n s ,  unmeasur- 
a b l e  b u t  sometimes p r e d i c t a b l e ,  c a n ,  o f  
c o u r s e ,  work a g a i n s t  a  r a t i o n a l  exchange  r a t e  
p o l i c y  i f  p o t e n t i a l  e x p o r t e r s  have  l e a r n e d  
from e x p e r i e n c e  t o  e x p e c t  f a v o r a b l e  cond i- 
t i o n s  t o  b e  ephemeral .*  

The " l e s s o n "  h e r e  is a g a i n  o n e  which a l l o w s  us  t o  examine  t h e  

l i k e l i h o o d  o f  a n t i c i p a t e d  outcomes  a s s o c i a t e d  w i t h  o t h e r  p o l i -  

cies, u s i n g  a  s i m i l a r  l o g i c .  I n  t h e  p r e c e d i n g  s e c t i o n ,  t h e  

i m p o r t a n c e  o f  p r e d i c t a b i l i t y  o n  t h e  issue o f  n a t i o n a l i z a t i o n  

was i d e n t i f i e d  a s  a  c o n c e r n  f o r  f o r e i g n  i n v e s t o r s .  Looking a t  

t h e  U.S. economy t o d a y ,  t h e r e  a r e  t h o s e  who s u g g e s t  t h a t  t h e  

power o f  e x p e c t a t i o n s  may b e  having  a  g r e a t e r  i n f l u e n c e  o n  

i n t e r e s t  r a t e s  t h a n  are economic i n d i c a t o r s .  O b v i o u s l y ,  t h e  

p r i n c i p l e  s u g g e s t e d  h e r e  c a n  b e  e x t e n d e d  t o  s t i l l  o t h e r  a r e a s  

o f  economic p o l i c y  and marke t  r e s p o n s e .  

I n  a n o t h e r  r e c e n t  p u b l i c a t i o n ,  which d e a l s  w i t h  l i b e r a l i z a t i o n  

i n  S r i  Lanka, Egypt and t h e  Sudan, Morr i son  and Arreaga-Rodas 
p o i n t  o u t  a number o f  " l e s s o n s "  t h a t  c a n  b e  drawn a b o u t  p o l i c y  

r e f o r m  e f f o r t s .  They n o t e  t h e  p r e s e n c e  o f  p o l i t i c a l  o p p o s i -  

t i o n ,  p a r t i c u l a r l y  f rom t h o s e  who have  someth ing  t o  lose, b u t  

went on  t o  c o n c l u d e  t h a t  " i n  none o f  t h e  t h r e e  c o u n t r i e s  d i d  

p o l i t i c a l  i d e o l o g y  seem to b e  a n  o b s t a c l e  t o  economic l i b e r a l -  

i z a t i o n . "  More i m p o r t a n t  t h a n  p o l i t i c a l  i d e o l o g y ,  t h e y  con- 

c l u d e ,  were t h e  s t r o n g  t r a d i t i o n a l  v a l u e s  o f  t h e s e  s o c i e t i e s ,  

which i n  a l l  c a s e s  p l a c e d  a  h i g h  v a l u e  o n  e q u i t y ,  and t h e  f a c t  

* 
Krueger ,  op .  c i t . ,  p .  xv.  



that the liberalization programs respectet this basic value. 

In examining the elements of these three liberalization 

programs, the authors sought to identify the easiest and most 

difficult program elements to implement. International trade 

and exchange policies, they found, were relatively easy to 

implement, whereas the process of transferring publically 

owned enterprises to the private sector was one of the more 

difficult elements of liberalization to effect. Price control 

and subsidy changes were also found to be relatively difficult 

to put into practice. Looking at the case studies from a 

slightly different perspective, the authors note that Sri 

Lanka, by combining its liberalization program with an ambi- 

tious government spending program, overextended itself and was 

forced to adopt measures that would restabilize a situation 

that the government itself had created. The authors caution 

against the type of spending programs Sri Lanka attempted, 

noting the obvious undesirability of a "backfire" resulting 

from the adoption of stabilization measures which may be even 

more unpopular than some of the liberalization measures in the 

program. * 

The general "lessons" that can be garnered from these three 

sets of case studies do not form the basis for a "prescrip- 

tion" for the developing countries, with the possible excep- 

tion of Eelassa's exhortation to developing countries to move 

away from import-substitution policies when the nation's 

industrial base is established, and there is little to gain, 

and a good deal to lose, by retaining such policies. On the 

other hand, these volumes, together with studies such as 

* 
Thomas K. Morrison and Luis Arreaga-Rodas, "Economic 

Liberalization in Developing Countries: Some Lessons from 
Three Case Studies -- Sri Lanka, Egypt and Sudan," AID 
  is cuss ion Paper Pro. 40, October 81, pp. 48-54. 



J a c o b y ' s  e x a m i n a t i o n  o f  a i d  t o  Taiwan,* may s u g g e s t  an  a p p r o -  

p r i a t e  s e q u e n c e  f o r  d o n o r  e f f o r t s  t o  s t i m u l a t e  p o l i c y  r e f o r m  

programs t h a t  f o s t e r  p r i v a t e  e n t e r p r i s e  i n i t i a t i v e s .  

The s e q u e n c e  s u g g e s t e d  by r e v i e w i n g  a  v a r i e t y  o f  p o l i c y  r e f o r m  

e x p e r i e n c e s  is a  r e l a t i v e l y  c o n s e r v a t i v e  o n e ,  which b e g i n s  

w i t h  a n  e f f o r t  t o  u n d e r s t a n d  c u r r e n t  p o l i c y  and i ts  r a m i f i c a -  

t i o n s  i n  t h e  marke t .  The p r o c e s s  would a p p e a r  to i n v o l v e  

t h r e e  key  s t e p s :  

0 D i s c o v e r i n g  what  is happening  i n  a n  economy, p a r t i c u -  
l a r l y  t h e  b u s i n e s s  s e c t o r ,  a s  a  f u n c t i o n  o f  c u r r e n t  
p o l  i c y ;  

0 Def in ing  t h e  a r e a s  where c u r r e n t  p o l i c y  a p p e a r s  t o  b e  
c o n s t r a i n i n g  e n t r e p r e n e u r s ,  f o r e i g n  and d o m e s t i c ,  a s  
w e l l  a s  consumers  a t  home and a b r o a d ,  and i d e n t i f y i n g  
p o l i c y  c h a n g e s  -- o r  ways o f  d i s e n g a g i n g  from a c t i v e  
i n t e r v e n t i o n  i n  t h e  m a r k e t  -- which  f i t  t h e  s i t u a t i o n  
and w i l l  a l l o w  m a r k e t  f o r c e s  to o p e r a t e  f r e e l y  to  
p r o v i d e  i n c e n t i v e s  and d i s i n c e n t i v e s  t o  t h e  p r i v a t e  
s e c t o r ;  

0 F i n d i n g  t h e  p o l i t i c a l  w i l l  t o  a c t  o n  t h e  b e s t  o p t i o n s  
and m o n i t o r i n g  t h e  e f f e c t s  o f  s u c h  a c t i o n s  a s  a r e  
t a k e n .  

I n  t h e s e  a r e a s ,  A I D  a s s i s t a n c e  would t e n d  to  f o c u s  o n  t h e  
t e c h n i c a l  and a n a l y t i c  t a s k s .  A t  t h e  same t i m e ,  i t  i s  n o t  

u n r e a s o n a b l e  f o r  A I D  M i s s i o n s ,  i n  t h e i r  s t r a t e g y  documents ,  t o  

be  f a i r l y  e x p l i c i t  a b o u t  t h e  o b j e c t i v e s  o f  s u c h  p o l i c y  a n a l y -  

s is  e f f o r t s  a s  t h e y  u n d e r t a k e .  D i s c u s s i o n s  o f  t h e s e  o b j e c -  

t i v e s  w i t h  t h e  h o s t  government ,  p a r t i c u l a r l y  i n  c o n c e r t  w i t h  

o t h e r  d o n o r s  a n d ,  i n  c e r t a i n  c i r c u m s t a n c e s ,  t h e  I n t e r n a t i o n a l  

Monetary Fund, a r e  a l s o  l i k e l y  t o  be  a p p r o p r i a t e ,  s i n c e  i t  is 

w i t h i n  t h e  c o n t e x t  o f  p o l i c y  o b j e c t i v e s  t h a t  s u c h  p o l i c y  

* 
J a c o b y ,  Neil H.  U. S. Aid t o  Taiwan. New York: P r a e g e r ,  
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a n a l y s e s  make sense and have a  chance  of i n f l u e n c i n g  l o c a l  

d e c i s i o n m a k i n g .  

I n  t h e  c o u r s e  o f  examining h o s t  government  p o l i c i e s ,  A I E  

s h o u l d  be aware  of t h e  p o s s i b i l i t y  t h a t  some of t h e  " p o l i c i e s "  

h o s t  governments  m a i n t a i n  on p a p e r  a r e  n o t  e n f o r c e d .  They may 

e x i s t  f o r  p o l i t i c a l  or  b u r e a u c r a t i c  r e a s o n s ,  and b e c a u s e  of 

t h e i r  o r i g i n s  t h e y  may be  ha rd  to  change.  I n  c a s e s  where 

p o l i c i e s  t h a t  migh t  h i n d e r  p r i v a t e  s e c t o r  i n i t i a t i v e s  a r e  n o t  

a c t u a l l y  e n f o r c e d ,  t h e  o l d  maxim, " l e t  s l e e p i n g  dogs  l i e , "  

migh t  w e l l  be a p p r o p r i a t e .  

I f ,  on t h e  o t h e r  hand ,  it becomes c l e a r  t h a t  a p a r t i c u l a r  

p o l i c y  is hav ing  n e g a t i v e  e f f e c t s ,  and t h e  Miss ion  f e e l s  t h a t  

f o r m a l  or i n f o r m a l  d i s c u s s i o n  w i t h  t h e  h o s t  c o u n t r y  is war- 

r a n t e d ,  t h e r e  is an o b v i o u s  c h o i c e  to be made c o n c e r n i n g  t h e  

g r o u n d s  f o r  t h e s e  d i s c u s s i o n s ,  i . e . ,  f a c t u a l  g r o u n d s ,  b u i l t  on 

a n  a n a l y s i s  of  d a t a  a b o u t  t h e  c o u n t r y ,  o r  t h e  g r o u n d s  o f  

v a l u e s  and p o l i t i c a l  p r e f e r e n c e s .  While  d i s c u s s i o n s  based  on 

v a l u e  s y s t e m s  may be easier t o  e n t e r ,  B a l a s s a ,  i n  t h e  c o u r s e  

o f  h i s  book on  p o l i c y  r e f o r m ,  seems to s u g g e s t  t h a t  d i s c u s -  

s i o n s  based  on f a c t s  a b o u t  t h e  c o u n t r y  may be more e f f e c t i v e .  

A t  t h e  same t i m e ,  it is clear t h a t  d i s c u s s i o n s  based on f a c t s  

a r e  more d i f f i c u l t  to e n t e r ,  s i n c e  t h e y  r e q u i r e  one t o  f i r s t  

s e c u r e  and o r g a n i z e  a s i g n i f i c a n t  amount of d e t a i l e d  informa-  

t i o n  a b o u t  t h e  c o u n t r y  -- a t a s k  which is o f t e n  r e l a t i v e l y  

d i f f i c u l t  i n  d e v e l o p i n g  c o u n t r i e s .  Once d i s c u s s i o n s  b e g i n ,  

t h e  r i g h t  mix of a n a l y t i c  a s s i s t a n c e  and t h e  s i m p l e  p r e s e n c e  

of  a  conce rned  c o l l e a g u e  can  e v o l v e  and ,  h o p e f u l l y ,  p roduce  

d e s i r a b l e  r e s u l t s .  



B. PROGRAMS AND PROJECTS THAT FACILITATE PRIVATE ENTERPRISE 

An e c l e c t i c  set o f  r e s o u r c e s  h a s  been  used i n  p r e p a r i n g  t h e  

d i s c u s s i o n  i n  t h i s  s e c t i o n  o f  t h e  pape r .  Some o f  t h e  i d e a s  

and e x p e r i e n c e s  p r e s e n t e d  h e r e  were drawn from A I D ' s  h i s t o r y .  

A s e a r c h  of  Agency p r o j e c t s  from t h e  mid-1950s t h r o u g h  t h e  

c u r r e n t  y e a r  produced a  l i s t i n g  o f  481 p r o j e c t s ,  a p o r t i o n  o f  

which had been e v a l u a t e d .  Through t h e s e  documents ,  and 

t h r o u g h  t h e  m a t e r i a l s  o f  o t h e r  d o n o r s  and p u b l i c a t i o n s  s u c h  a s  

F o r t u n e  and t h e  Harvard B u s i n e s s  Review, a s  well a s  m a t e r i a l s  

p r e p a r e d  i n  o t h e r  A I D  o f f i c e s ,  t h e  r a n g e  o f  programs and 

p r o j e c t s  t h a t  migh t  be i n d i c a t e d  i n  p a r t i c u l a r  s i t u a t i o n s  

b e g i n s  t o  emerge. W h i l e  n o t  a n  e x h a u s t i v e  l i s t i n g  o f  e v e r y  

o p t i o n  e v e r  c o n s i d e r e d ,  t h e  r e s o u r c e  b a s e  f o r  t h i s  s e c t i o n  is 

a d e q u a t e  t o  p r o v i d e  a  s e n s e  o f  t h e  e f f e c t i v e n e s s  and costs o f  

major  a p p r o a c h e s .  

To some e x t e n t ,  t h i s  s e c t i o n  p l a y s  down t h e  role o f  c r e d i t  

programs i n  a  p r i v a t e  sector development  s t r a t e g y .  There  are 
s e v e r a l  r e a s o n s  f o r  t h i s .  F i r s t ,  as  t h e  p r e c e d i n g  s e c t i o n  

p o i n t s  o u t ,  c r e d i t  may n o t  be t h e  p r i m a r y  c o n s t r a i n t  on  p r i -  

v a t e  e n t e r p r i s e  i n  t h e  d e v e l o p i n g  c o u n t r i e s .  Second, c r e d i t  

programs,  p a r t i c u l a r l y  t h o s e  a d m i n i s t e r e d  d i r e c t l y ,  t e n d  t o  be 

v e r y  s t a f f  i n t e n s i v e .  A I D ' s  s t a f f i n g  o u t l o o k  f o r  t h e  coming 

y e a r s  d o e s  n o t  s u g g e s t  t h a t  s t a f f  i n t e n s i v e  a p p r o a c h e s ,  par -  

t i c u l a r l y  t h o s e  which c a l l  f o r  p r i v a t e  sector s k i l l s  -- a 
s c a r c e  commodity i n  t h e  Agency -- are n e c e s s a r i l y  t h e  most 

l o g i c a l  f o c u s  f o r  A I D ' s  e f f o r t s  w i t h  respect t o  p r i v a t e  e n t e r -  

p r i s e .  F i n a l l y ,  c r e d i t  programs and r e l a t e d  programs s u c h  as 

g u a r a n t e e  a r r a n g e m e n t s  t e n d  to  b e  f a i r l y  c o s t l y  (compared to  

some o f  t h e  o t h e r  t y p e s  o f  a s s i s t a n c e  d i s c u s s e d  i n  t h i s  

s e c t i o n ) .  Thus,  f rom t w o  p e r s p e c t i v e s ,  h i g h  cost programs may 

n o t  be  t h e  most  d e s i r a b l e  o p t i o n s :  ( a )  A I D ' s  f i n a n c i a l  



r e s o u r c e s ,  l i k e  i t s  s t a f f  r e s o u r c e s ,  a r e  l i m i t e d ,  which 

s u g g e s t s  t h a t  low-cos t  program and p r o j e c t  o p t i o n s  a r e  p r e f e r -  

a b l e ,  and ( b )  o n e  o f  t h e  c e n t r a l  n o t i o n s  o f  A I D ' S  p r i v a t e  

sector program is t o  engage  t h e  p r i v a t e  s e c t o r ,  u s i n g  s m a l l  

amounts o f  p u b l i c  s e c t o r  f u n d s  -- t h e  p o i n t  o f  t h e  program is 

n o t  t o  s u b s i d i z e  p r i v a t e  s e c t o r  deve lopmen t .  We a r e  l o o k i n g  

f o r  ways t o  s t i m u l a t e  p r i v a t e  e n t e r p r i s e  i n  t h e  d e v e l o p i n g  

c o u n t r i e s ;  t o  p r o v i d e  m a j o r  s u b s i d i e s  i n  t h e  c o u r s e  o f  t h i s  

e f f o r t  would b e  d i r e c t l y  c o u n t e r  t o  t h e  p r o p o s i t i o n  t h a t  t h e  

m a r k e t  i t s e l f  w i l l  o f f e r  p r o p e r  i n c e n t i v e s ,  i f  i t  is a l l o w e d  

to  o p e r a t e  i n  a n  open and c o m p e t i t i v e  manner. I d e a l l y ,  t h e n ,  

a number o f  t h e  i d e a s  p r e s e n t e d  i n  t h i s  s e c t i o n  w i l l  have  t h e  

d u a l  s i g n a t u r e  o f  b e i n g  c h e a p  and r e l a t i v e l y  c r e a t i v e ,  w i t h  

r e s p e c t  t o  t h e  t a s k s  t h e y  a d d r e s s .  

The g e n e r a l  c a t e g o r i e s  of  programs and p r o j e c t s  d i s c u s s e d  i n  

t h i s  s e c t i o n  i n c l u d e :  

0 F e a s i b i l i t y  s t u d i e s  and r e l a t e d  p r e - i n v e s t m e n t  
a s s i s t a n c e ;  

0 B r o k e r i n g ,  o r  matchmaking; 

0 Management t r a i n i n g  and r e l a t e d  a s s i s t a n c e ;  

Technology a c c e s s  and t r a n s f e r ;  

0 I n f r a s t r u c t u r e  deve lopment ;  

0 F i n a n c i a l  i n s t i t u t i o n s  and s o u r c e s  o f  f u n d s  f o r  
e n t e r p r i s e .  

A l l  o£ t h e s e  forms  or  "modes" o f  a s s i s t a n c e  d e a l  w i t h  programs 

and p r o j e c t s  t h a t  M i s s i o n s  c a n  a c t u a l l y  p l a n  and implement.  

Many a r e  a l r e a d y  f a m i l i a r  t o  t h e  Agency, t hough  t h e y  may n o t  

have been  a c t i v e l y  employed i n  r e c e n t  y e a r s .  I n  t h e  f o l l o w i n g  

s e c t i o n ,  a  d i f f e r e n t  v i ew is p r e s e n t e d  o f  t h e  p r o j e c t s  and 

programs t h a t  A I D  and o t h e r s  have u n d e r t a k e n  -- t h e  " s u c c e s s "  

s tor ies  o f  p r i v a t e  e n t e r p r i s e  e x p e r i e n c e s  t h a t  p r o v i d e d  



n o t i c e a b l e  deve lopment  b e n e f i t s ,  as w e l l  a s  some n o t  so 

s u c c e s s f u l  c a s e s .  I n  t h i s  s e c t i o n ,  t h e n ,  t h e  f o c u s  i s  l a r g e l y  

on t h e  means by which p r i v a t e  e n t e r p r i s e  i n i t i a t i v e s  migh t ,  i n  

a  p a r t i c u l a r  s i t u a t i o n ,  b e  s t i m u l a t e d .  

1. F e a s i b i l i t y  S t u d i e s  

A f e a s i b i l i t y  s t u d y ,  when t h e  t o p i c  is a  b u s i n e s s ,  i s  a c t u a l l y  

a  p r o j e c t i o n  c o n c e r n i n g  t h e  p r o f i t  and l o s s  s t a t e m e n t  o f  t h e  

b u s i n e s s  t h a t  is b e i n g  examined. I t  is a l s o  a  s t u d y  o f  t h e  

marke t  i n  which t h a t  b u s i n e s s  w i l l  o p e r a t e  -- a  s u r v e y  o f  t h e  

p r o b a b l e  immediate  b u y e r s  o f  t h e  goods  o r  s e r v i c e s  t h a t  w i l l  

be produced and an a n a l y s i s  o f  how t h e  b u s i n e s s  migh t  r e a c h  

more b u y e r s  i n  t h e  f u t u r e .  

W h i l e  t h e r e  a r e  b a s i c  s i m i l a r i t i e s  between a  f e a s i b i l i t y  s t u d y  

c a r r i e d  o u t  f o r  an e n t e r p r i s e  and o n e  conduc ted  b e f o r e  under-  

t a k i n g  a p u b l i c  s e c t o r  program, i .e. ,  b o t h  a r e  conce rned  w i t h  

whether  a p r o p o s a l  d e s c r i b e s  a  "good i n v e s t m e n t , "  c o n c e r n  w i t h  

f i n a n c i a l  r e t u r n s  t e n d  t o  b e  s t r o n g e r  i n  t h e  p r i v a t e  s e c t o r .  

I f  b u s i n e s s  v e n t u r e s  d o  n o t  s u c c e e d ,  i n v e s t o r s  lose i n  a  v e r y  

d i r e c t  way. When p u b l i c  s e c t o r  v e n t u r e s  d o  n o t  p r o v i d e  t h e  

f i n a n c i a l  r a t e  o f  r e t u r n  t h e y  p romised ,  t h e y  may s t i l l  be  
viewed p o s i t i v e l y  i f  t h e  s o c i a l  b e n e f i t s  t h e y  p r o v i d e  a r e  

v a l u e d .  Because p r i v a t e  sector  i n v e s t o r s  a b s o r b  f a i l u r e  

d i r e c t l y ,  w h i l e  government  e n t i t i e s  t e n d  to  remain  somewhat 

removed from t h e  f i n a n c i a l  i m p l i c a t i o n s  o f  t h e i r  "losses," a  

s h i f t  i n  p e r s p e c t i v e  may b e  r e q u i r e d  by t h o s e  who a r e  used t o  

d e a l i n g  w i t h  t h e  c o n s e q u e n c e s  o f  f a i l u r e  a s  an a b s t r a c t  

phenomenon. 

W i t h i n  A I D ' S  h i s t o r i c a l  p o r t f o l i o  o n l y  f i v e  p r o j e c t s  were 

l o c a t e d  which a r e  e x p l i c i t l y  d e s c r i b e d  a s  f e a s i b i l i t y  s t u d y  

p r o j e c t s .  I n  e a c h  o f  t h e s e  p r o j e c t s  A I D  p r o v i d e d  a  h o s t  



government  w i t h  a s s i s t a n c e  i n  u n d e r t a k i n g  a  series o f  f e a s i -  

b i l i t y  s t u d i e s ,  most  o f  which conce rned  m a j o r  p u b l i c  and 

p r i v a t e  u n d e r t a k i n g s .  Thus,  f o r  example,  a  f e a s i b i l i t y  s t u d y  

p r o j e c t  i n i t i a t e d  i n  1966 i n  J o r d a n  l i s t e d  a s  i ts  o u t p u t s  

f e a s i b i l i t y  s t u d i e s  f o r  t h e  J e r u s a l e m  a i r p o r t ,  e l e c t r i c  power 

e x p a n s i o n  i n  t h e  a r e a ,  a n  Arab p o t a s h  company, a  Zerka R i v e r  

water r e s o u r c e s  p r o j e c t ,  a  f r u i t  and v e g e t a b l e  p r o c e s s i n g  

i n d u s t r y  and r o u g h l y  a  dozen  o t h e r  m a j o r  e n d e a v o r s .  None o f  

t h e  f i v e  p r o j e c t s  l i s t e d  a s  f e a s i b i l i t y  s t u d y  p r o j e c t s  had 

been  f o r m a l l y  e v a l u a t e d .  

The s h o r t  l is t  o f  f e a s i b i l i t y  s t u d y  p r o j e c t s  found i n  A I D ' s  

h i s t o r i c a l  p o r t f o l i o  g r o s s l y  u n d e r s t a t e s  t h e  Agency ' s  e x p e r i -  

e n c e  i n  t h i s  a r e a .  The b u l k  o f  t h i s  e x p e r i e n c e  is n o t  to  b e  

found i n  c l u s t e r e d  p r o j e c t s ,  b u t  r a t h e r  a s  an e l e m e n t  o f  o t h e r  

projects ,  i n c l u d i n g  t h o s e  which p r o v i d e  f i n a n c i a l  a s s i s t a n c e  

to e n t e r p r i s e  t h r o u g h  s e c o n d a r y  l e n d i n g  i n s t i t u t i o n s .  A 

s econd  major source o f  e x p e r i e n c e  w i t h  p r i v a t e  sector f e a s i -  

b i l i t y  s t u d i e s  is A I D ' S  s ister o r g a n i z a t i o n ,  t h e  Trade  and 

Development Program (TDP) . 
N e i t h e r  TDP's e f f o r t s  n o r  t h e  e f f o r t s  o f  A I D  which  a re  sub- 

sumed unde r  l a r g e r  p r o j e c t s  have  been t h e  s u b j e c t  o f  e x t e n s i v e  

e v a l u a t i o n  r e s e a r c h .  TDP's e v a l u a t i o n  program is j u s t  g e t t i n g  

underway. A t  t h e  same time, A I D ' s  r e g i o n a l  b u r e a u s ,  p a r t i c u -  

l a r l y  t h e  L a t i n  America b u r e a u ,  a r e  b e g i n n i n g  to  e x t r a c t  

i n f o r m a t i o n  from p r o j e c t s  which c o n t a i n e d  f e a s i b i l i t y  s t u d i e s  

b u t  were n o t  l a b e l e d  f e a s i b i l i t y  s t u d y  p r o j e c t s .  A summary 

r e c e n t l y  p r e p a r e d  i n  t h e  L a t i n  America Bureau comments on  

A I D ' s  e x p e r i e n c e  w i t h  f e a s i b i l i t y  s t u d i e s  a s  f o l l o w s :  

Former FAA s e c t i o n  213 a u t h o r i z e d  A I D  to 
p a r t i c i p a t e  i n  t h e  f i n a n c i n g  o f  s u r v e y s  o f  
i n v e s t m e n t  o p p o r t u n i t i e s  i n  l e s s - d e v e l o p e d  
f r i e n d l y  c o u n t r i e s .  Admin i s t e red  by t h e  



O f f i c e  o f  Development F inance  and P r i v a t e  
E n t e r p r i s e ,  t h e  program was d e s i g n e d  t o  
encourage  U. S. companies which were con- 
s i d e r i n g  o v e r s e a s  i n v e s t m e n t  to v i s i t  t h e  
f o r e i g n  c o u n t r y  and s u r v e y  t h e  p o t e n t i a l  
m a r k e t ,  raw m a t e r i a l  s o u r c e s ,  communica t ions  
f a c i l i t i e s ,  l a b o r  a v a i l a b i l i t y ,  and f o r e i g n  
government  r e g u l a t i o n s .  A I D  would pay 50 
p e r c e n t  o f  t h e  s u r v e y  c o s t s  i f  t h e  contem- 
p l a t e d  i n v e s t m e n t  was n o t  made. A 1966 
r e p o r t  conc luded  t h a t  t h e  program j u s t i f i e d  
its c o s t :  " A I D  i s  o b l i g a t e d  f o r  n e a r l y  
$500,000 or i ts  s h a r e  of  56 comple ted  s u r v e y s  
i n  which t h e  i n v e s t m e n t  d e c i s i o n  was 
n e g a t i v e  -- compared w i t h  1 9  a f f i r m a t i v e  
d e c i s i o n s ,  which w i l l  b r i n g  up t o  $50 m i l l i o n  
i n  American p r i v a t e  c a p i t a l  i n t o  less- 
deve loped  c o u n t r i e s . "  T h i s  program was 
d e l e t e d  from t h e  FAA a s  p a r t  o f  t h e  amend- 
ments  t o  t h a t  A c t  i n  1969. However, much o f  
t h e  emphas is  o f  t h e  Inves tmen t  Survey Program 
remains  i n  s e c t i o n  2 3 4 ( d )  o f  t h e  FAA, 
e n t i t l e d  " Inves tmen t  Encouragement" and 
c u r r e n t l y  a d m i n i s t e r e d  by OPIC [Overseas  
P r i v a t e  Inves tmen t  C o r p o r a t i o n ] .  

Meet ing w i t h  less s u c c e s s  was a  series o f  
" F e a s i b i l i t y  S tudy"  l o a n s  made by t h e  LAC 
Bureau t o  c o o p e r a t i n g  c o u n t r y  governments  i n  
t h e  1 9 6 0 ' s .  These l o a n s  were slow-moving, 
and produced many voluminous r e p o r t s  which 
s a t  on t h e  s h e l v e s  o f  L K  p u b l i c  a g e n c i e s  and 
m i n i s t r i e s .  Al though t h e  s t u d i e s  i d e n t i f i e d  
i n v e s t m e n t  needs ,  t h e y  became academic exe r -  
cises i n  t h e  a b s e n c e  o f  p r i v a t e  i n v e s t o r  
i n t e r e s t .  Programs a d m i n i s t e r e d  by TDP 
( i . e . ,  f i n a n c i n g  s p e c i f i c  f e a s i b i l i t y  s t u d i e s  
i n  r e s p o n s e  to e x i s t i n g  demand) a p p e a r  t o  be  
f a r  more cost e f f e c t i v e . *  

A s  t h i s  r e v i e w  s u g g e s t s ,  much o f  A I D ' S  p r i o r  e x p e r i e n c e  i n  t h e  

a r e a  o f  f e a s i b i l i t y  s t u d i e s  h a s  been  g a i n e d  i n  c o n n e c t i o n  w i t h  

i n v e s t m e n t s  which would a c t u a l l y ,  o r  t h e o r e t i c a l l y ,  i n v o l v e  

* 
Memorandum: " P r i v a t e  S e c t o r  Development -- A I D ' S  P r i o r  

Exper i ence ,  " Gary M .  Winter ,  LAC/GC, Februa ry  1 6 ,  1982.  



f o r e i g n  i n v e s t o r s .  I n  most d e v e l o p i n g  c o u n t r i e s ,  t h e  number 

o f  e n t e r p r i s e s  t h a t  i n v o l v e  f o r e i g n  i n v e s t o r s  w i l l  be  o n l y  a  

f r a c t i o n  o f  t h e  t o t a l  number o f  p r i v a t e  s e c t o r  i n i t i a t i v e s  

needed to expand a  n a t i o n ' s  d o m e s t i c  and e x p o r t  m a r k e t  

a c t i v i t y .  Thus,  a s  M i s s i o n s  c o n s i d e r  t h e  need f o r  mechanisms 

t h a t  e n c o u r a g e  and f i n a n c e  f e a s i b i l i t y  s t u d i e s ,  i t  may w e l l  b e  

a p p r o p r i a t e  to  examine t h e  r e q u i r e m e n t s  o f  l o c a l  e n t r e p r e n e u r s  

f o r  t h e s e  t y p e s  o f  a n a l y s e s .  

A s  s u g g e s t e d  e a r l i e r  i n  t h i s  r e p o r t ,  bus inessmen  i n  t h e  

c a p i t a l  c i t y  o f  a  n a t i o n  may sometimes b e  r e l a t i v e l y  i g n o r a n t  

o f  t h e i r  d o m e s t i c  m a r k e t i n g  o p p o r t u n i t i e s .  I f  mechanisms 

e x i s t e d  t h a t  c o u l d  a s s i s t  l o c a l  e n t r e p r e n e u r s  i n  u n d e r s t a n d i n g  

t h e  m a r k e t s  i n  s e c o n d a r y  c i t i e s  and towns t h a t  c a n  b e  r e a c h e d  

a t  r e a s o n a b l e  c o s t s ,  s u c h  mechanisms might  h e l p  t o  s t i m u l a t e  

t h e  deve lopment  o f  e n t e r p r i s e s  t h a t  o p e r a t e d  i n  and f o r  t h e s e  

m a r k e t s .  A s i m i l a r  r e a s o n i n g  l e a d s  t o  t h e  i d e a  t h a t  l o c a l  

bus inessmen would b e n e f i t  i f  t h e s e  mechanisms c o u l d  a l s o  

a s s i s t  them i n  u n d e r s t a n d i n g  m a r k e t s  and b u s i n e s s  o p p o r t u n i -  

t i e s  t h a t  c o u l d  l e a d  to t h e  g rowth  o f  e x p o r t  i n d u s t r y .  

I n  c o u n t r i e s  where a  good d e a l  o f  b u s i n e s s  a c t i v i t y  is a l r e a d y  

underway t h e r e  may b e  room f o r  t h e  deve lopmen t  o f  s p e c i a l i z e d  

s e r v i c e  f i n n s ,  e .g . ,  m a r k e t  r e s e a r c h  o r g a n i z a t i o n s  and t e c h n i -  

c a l  f e a s i b i l i t y  c o n s u l t a n t s .  Where s u c h  b u s i n e s s e s  c o u l d  n o t  

s u r v i v e  i f  t h e y  were t o o  s p e c i a l i z e d ,  m u l t  i -pu rpose  i n v e s t m e n t  

a s s i s t a n c e  f i r m s  migh t  b e  p o s s i b l e  on  a  s m a l l  s c a l e  ( w i t h  

growth  f o l l o w i n g  t h e  g rowth  o f  more b a s i c  i n d u s t r y ) .  I n  coun- 

t r i e s  t h a t  a r e  t r y i n g  t o  f i n d  ways o f  improving  t h e  l i n k a g e s  

between t h e i r  m a j o r  c i t i e s  and t h e i r  more underdeveloped  coun- 

t r y s i d e ,  b o t h  governments  and l o c a l  banks migh t  f i n d  it i n  

t h e i r  i n t e r e s t  t o  recommend t h e  u s e  o f  s u c h  o r g a n i z a t i o n s  or 

e v e n  c o n s i d e r  paying  p a r t  o f  t h e  c o s t  o f  t h e s e  s e r v i c e s  i f  

p o t e n t i a l  i n v e s t o r s  were i n t e r e s t e d  i n  p r o j e c t s  t h a t  would 



h e l p  d e v e l o p  s p e c i f i c  e l e m e n t s  o f  t h e  d o m e s t i c  economy, e . g  ., 
p r i v a t e  t r a n s p o r t  companies  which would b o t h  b r i n g  a g r i -  

c u l t u r a l  goods  t o  m a j o r  m a r k e t s  and d e l i v e r  farm i n p u t s  and 

consumer p r o d u c t s  t o  s e c o n d a r y  c i t i e s  and m a r k e t  towns.  

The development  o f  local f i r m s  which c a n  pe r fo rm t h e s e  p re -  

i n v e s t m e n t  s e r v i c e s ,  r a t h e r  t h a n  p l a c i n g  s u c h  s e r v i c e s  w i t h i n  

a  government  agency ,  h a s  t h e  a d v a n t a g e  o f  keep ing  p r i v a t e  

s e c t o r  i n i t i a t i v e s  w i t h i n  t h e  p r i v a t e  s e c t o r ,  a  f e a t u r e  which 

i n v e s t o r s  may w e l l  f i n d  d e s i r a b l e .  I n  a d d i t i o n ,  t h e  f a c t  t h a t  

t h e s e  f i r m s  would t h e m s e l v e s  b e  c r e a t u r e s  o f  t h e  m a r k e t  would 

v i r t u a l l y  g u a r a n t e e  t h a t  t h e y  d i d  n o t  grow beyond t h e i r  e f f e c -  

t i v e  s i z e .  P l aced  i n  government ,  s u c h  s e r v i c e s  c o u l d  t a k e  o n  

a l i f e  o f  t h e i r  own and g e n e r a t e  costs f a r  i n  e x c e s s  o f  t h e i r  

v a l u e .  

The deve lopmen t  o f  mechanisms t h a t  a r e  r e s p o n s i v e  to  t h e  n e e d s  

o f  l o c a l  e n t r e p r e n e u r s  f o r  marke t  i n f o r m a t i o n  and f e a s i b i l i t y  

a n a l y s e s  s h o u l d  n o t  e x c l u d e  a  c o n s i d e r a t i o n  o f  mechanisms t h a t  

would pe r fo rm t h e  same s e r v i c e s  f o r ,  or s u p p o r t  f e a s i b i l i t y  

s t u d i e s  u n d e r t a k e n  by ,  f o r e i g n  i n v e s t o r s .  I d e a l l y ,  t h e  mecha- 

n isms  deve loped  f o r  l o c a l  u s e  c o u l d  s e r v e  f o r e i g n  i n v e s t o r s  as 

well ,  p a r t i c u l a r l y  i f  t h e y  were c o g n i z a n t  o f  l o c a l  b u s i n e s s  

law,  i n f o r m a t i o n  p e r t a i n i n g  to t h e  p r o b a b i l i t y  t h a t  a f o r e i g n  

i n v e s t o r ' s  c a p i t a l  m i g h t  b e  lost  t h r o u g h  p r o c e d u r e s  t h a t  

n a t i o n a l i z e d  c e r t a i n  i n d u s t r i e s ,  and o t h e r  m a t t e r s  t h a t  a r e  o f  

p a r t i c u l a r  c o n c e r n  to  f o r e i g n  i n v e s t o r s .  Such mechanisms 

migh t  even p l a y  a  "matchmaker" role f o r  f o r e i g n  companies  t h a t  

wanted t o  d o  b u s i n e s s  i n  a  p a r t i c u l a r  c o u n t r y  and  needed a  

l o c a l  p a r t n e r  w i t h  e x p e r t i s e  i n  t h e  same f i e l d .  

M i s s i o n s  c o u l d  p l a y  a  number o f  roles i n  e f f o r t s  t h a t  would 

d e v e l o p  local f e a s i b i l i t y  a n a l y s i s  c a p a b i l i t i e s  to  s e r v e  l o c a l  

and f o r e i g n  i n v e s t o r s .  P i l o t  e f f o r t s  c o u l d  be  u n d e r t a k e n  by 



b r i n g i n g  t o g e t h e r  l o c a l  bus inessmen and U.S. m a r k e t i n g /  

f e a s i b i l i t y  c o n s u l t a n t s  t o  i n v e s t i g a t e  b u s i n e s s  o p p o r t u n i t i e s  

t h a t  would s t r e n g t h e n  d o m e s t i c  m a r k e t s  by r e d u c i n g  t r a n s p o r t  

costs o r  i d e n t i f y i n g  ways i n  which e x i s t i n g  i n d u s t r i e s  c o u l d  

i n t e r a c t  e f f e c t i v e l y  w i t h  consumers  i n  s e c o n d a r y  c i t i e s  and 

m a r k e t  towns. I f  s u c h  p i l o t  e f f o r t s  were  w e l l  r e c e i v e d ,  

M i s s i o n s  c o u l d  work w i t h  l o c a l  o r g a n i z a t i o n s  t h r o u g h  gove rn -  

ment ,  i n d u s t r y  o r  chambers  o f  commerce t o  d e f i n e  ways i n  which 

s k i l l s  and t e c h n o l o g i e s  f o r  i d e n t i f y i n g  and a n a l y z i n g  m a r k e t s  

and b u s i n e s s  o p p o r t u n i t i e s  c o u l d  be  t r a n s f e r r e d  to  l o c a l  

e n t i t i e s .  

The key  p o i n t  h e r e  is  t o  c o n s i d e r  n o t  how o n e  f e a s i b i l i t y  

s t u d y  m i g h t  b e  c a r r i e d  o u t ,  b u t  r a t h e r  how t h e  s k i l l s  and 

t e c h n i q u e s  used i n  u n d e r t a k i n g  f e a s i b i l i t y  s t u d i e s  c a n  b e  

t r a n s f e r r e d  t o  t h e  h o s t  c o u n t r y .  On a  s h o r t  term b a s i s ,  

e x p e r t i s e  migh t  need t o  b e  b r o u g h t  i n  t o  pe r fo rm s u c h  s t u d i e s ,  

b u t  o v e r  time l o c a l  e n t i t i e s  c o u l d  b e g i n  to a p p l y  t h e  same 

a p p r o a c h e s .  Such a  t r a n s f e r  would n o t  be  u n l i k e  e f f o r t s  i n  

which M i s s i o n s  have t a k e n  an  i n t e re s t  t h a t  l e d  to  t h e  d e v e l o p  

ment  o f  l o c a l  o r g a n i z a t i o n s  which have  a  c a p a c i t y  f o r  under- 

t a k i n g  s u r v e y  r e s e a r c h  and o t h e r  s o c i a l  s c i e n c e  r e s e a r c h  

p r o c e d u r e s .  

2.  B r o k e r i n g  

B r o k e r i n g  is a  c a t c h - a l l  p h r a s e  t h a t  i s  i n t e n d e d  to c a p t u r e  

t h e  i d e a  t h a t  t h e r e  a r e  a  r a n g e  o f  a c t i o n s  a  M i s s i o n  c a n  t a k e  

t o  b r i n g  t o g e t h e r  p a r t i e s  who have  a  m u t u a l  i n t e r e s t  w i t h  t h e  

i d e a  t h a t  t h e i r  mu tua l  i n t e r e s t  w i l l  e v e n t u a l l y  l e a d  t o  a 

s u c c e s s f u l  p r i v a t e  s e c t o r  v e n t u r e .  Wi thou t  a c t u a l l y  d e f i n i n g  

t h e  term, i t  s h o u l d  b e  o b v i o u s  t h a t  i t s  a p p l i c a t i o n s  r a n g e  

from t h e  c a s u a l ,  e . g . ,  o v e r  l u n c h  o r  a  d r i n k ,  i n t e r a c t i o n  to  

f o r m a l  s e s s i o n s  s u c h  a s  c o n f e r e n c e s ,  t r a d e  f a i r s  and 



o r g a n i z a t i o n a l  a r r angement s  which c o n s i d e r  "matchmaking" a 

b a s i c  a s p e c t  o f  t h e i r  work. 

The f i r s t  s t e p  i n  any e f f o r t  o f  t h i s  s o r t  i n v o l v e s  g e t t i n g  to  
know t h e  p e o p l e  who s h o u l d  g e t  to know e a c h  o t h e r .  For A I D  

M i s s i o n s  t h a t  f e e l  somewhat removed from t h e  b u s i n e s s  a c t i v i t y  

i n  t h e  c o u n t r i e s  i n  which t h e y  work, o t h e r  members o f  t h e  U.S. 

community may be h e l p f u l  c o n t a c t s .  I n  t h e  e m b a s s i e s ,  i n d i v i d -  

u a l s  concerned  w i t h  commerce and w i t h  l a b o r  t end  t o  be i n  

t o u c h  w i t h  t h e  l o c a l  b u s i n e s s  community as d o  i n d i v i d u a l s  

a s s o c i a t e d  w i t h  AID-funded l a b o r  development  programs: 

AFIELD, AALC and AAFLI. Admi t t ed ly ,  o u r  embass i e s  have  a  

mixed r e p u t a t i o n  w i t h  r e s p e c t  t o  t h e i r  c o n t a c t s  w i t h  l o c a l  

b u s i n e s s ;  y e t  i t  i s  a u s e f u l  p l a c e  to  s t a r t .  Wi th  any  l u c k ,  

t h e  words of a  k p a r t m e n t  o f  Commerce o f f i c i a l  a t  a  r e c e n t  

symposium o n  t h e  r o l e  o f  e m b a s s i e s  i n  promoting b u s i n e s s  w i l l  

ho ld  t r u e  : 

I ' v e  been t o l d  hundreds  o f  times by b u s i n e s s -  
men t h a t  + h e y  r e a l l y  n e v e r  r e a l i z e d  t h a t  
t h e r e  was anyone  i n  o u r  embass i e s  who c o u l d  
communicate w i t h  bus inessmen.  Trade  promo- 
t i o n  o f f i c e r s  - l i k e  businessmen -- t h e y  d o n ' t  
c o n s i d e r  i t  a burden  o r  b e n e a t h  t h e i r  s t a t u s  
to  d i s c u s s  t h e i r  problems and a s p i r a t i o n s .  
They e s t a b l i s h  r a p p o r t .  I a l s o  s u s p e c t  t h e y  
have  t h e  r e a l  advan tage  o f  knowing t h a t  most 
bus inessmen have indeed  gone beyond t h e  s i x t h  
g r a d e .  Too many c a r e e r  FSO1s have  adopted  
t h e  o u t d a t e d  B r i t i s h  n o t i o n  t h a t  b e i n g  ' i n  
t r a d e '  is n o t  a  d i g n i f i e d  or a c c e p t a b l e  occu- 
p a t i o n .  Businessmen a r e  q u i c k  t o  p i c k  up o n  
t h e s e  s i g n a l s  .* 

Edmund A. Walsh, The Role o f  Embass ies  i n  Promoting 
B u s i n e s s :  A Symposium, Washington, D.C., 1981, p .  23.  



Any t r a d e  promot ion  o f f i c e r  who r e c e i v e s  good marks from a  

U.S .  bus inessman p r o b a b l y  h a s  a  v e r y  good r a p p o r t  w i t h  l o c a l  

bus inessmen a s  w e l l  and i s  c l e a r l y  a  pe r son  t o  g e t  t o  know. 

Once t h e  M i s s i o n  f e e l s  i t  h a s  a  r e a s o n a b l y  good i d e a  o f  t h e  

e n t e r p r i s e  s u b s e c t o r s  i n  which i t  migh t  be p r o d u c t i v e  t o  b r i n g  

e n t r e p r e n e u r s ,  b a n k e r s  and o t h e r  i n t e r e s t e d  p a r t i e s  t o g e t h e r  

i n  a  more fo rma l  way, i d e a s  a b o u t  more s u b s t a n t i a l  b r o k e r i n g  

e f f o r t s  may be  u s e f u l .  A I D ' S  e x p e r i e n c e  i n  t h e s e  a r e a s ,  a t  

l e a s t  i n  t h e  r e c e n t  p a s t ,  is r e l a t i v e l y  c i r c u m s c r i b e d .  I n  a t  

l e a s t  two M i s s i o n s ,  c o n f e r e n c e s  o f  bus inessmen have  been  

mounted w i t h  t h e  i d e a  t h a t  s u c h  e v e n t s  would l e a d  t o  p r i v a t e  

s e c t o r  v e n t u r e s .  I n  a d d i t i o n ,  some M i s s i o n s  have  e x p e r i e n c e  

working w i t h  l o c a l  Chambers of  Commerce and s i m i l a r  o r g a n i z a -  

t i o n s  -- o r g a n i z a t i o n s  which a r e  o f t e n  t h e  " b r o k e r s "  w i t h i n  a  

b u s i n e s s  community, a l b e i t  i n  a r e l a t i v e l y  i n f o r m a l  way. 

a .  Confe rence  Approaches t o  Promoting B u s i n e s s  V e n t u r e s  

P r o j e c t  ICONE/Manila s t a n d s  f o r  an  I n t e r n a t i o n a l  Congress  o n  

New E n t e r p r i s e s  h e l d  i n  Manila ,  t h e  P h i l i p p i n e s ,  June  24-29, 

1979. The p r o j e c t  i d e a ,  i n  which b o t h  A I D  and t h e  U . S .  

p r i v a t e  s e c t o r  i n v e s t e d ,  was deve loped  from s c r a t c h  by a  U.S. 

g r o u p ,  The E n t e r p r i s e  I n s t i t u t e  o f  Wor th ing ton ,  Ohio,  a n  

i n d e p e n d e n t  and n o n p r o f i t  economic development  c o r p o r a t i o n .  

The p u r p o s e  o f  P r o j e c t  ICONE was t o  s t i m u l a t e  an  i n t e r n a t i o n a l  

c o o p e r a t i v e  e f f o r t  t o  e s t a b l i s h  s m a l l  and medium s i z e  indus-  

t r i e s  i n  t h e  d e v e l o p i n g  c o u n t r i e s  a s  a  means o f  r a p i d l y  

expanding  employment a t  r e a s o n a b l y  l o w  c o s t s .  I n  1981,  A I D  

under took  a n  e v a l u a t i o n  o f  t h i s  p r o j e c t  b o t h  t o  d e t e r m i n e  i ts 

e f f e c t i v e n e s s  and t o  p r o v i d e  gu idance  f o r  a  second ICONE con- 

f e r e n c e  t h a t  was s c h e d u l e d  t o  be  h e l d  i n  Panama i n  1982. The 

f i n d i n g s  o f  t h e  e v a l u a t i o n  o f f e r  an  i d e a  o f  what c a n  be  

a c h i e v e d  th rough  t h i s  t y p e  o f  " b r o k e r i n g "  e f f o r t ,  when s u c h  a n  

endeavor  works p r e t t y  much a s  p l anned :  



T o t a l  c o s t  o f  t h e  P r o j e c t  ICONE/Manila was 
$959,000,  i n c l u d i n g  R&D c o s t s .  A I D ,  o n e  o f  
t h e  s p o n s o r s ,  c o n t r i b u t e d  $45,000 d i r e c t l y  t o  
t h e  ICONE c o n f e r e n c e .  O the r  U . S .  Government 
a g e n c i e s  a l s o  p a r t i c i p a t e d .  

According t o  some 60 of 225 American and 
f o r e i g n  p a r t i c i p a n t s ,  p l u s  s e v e r a l  a d d i t i o n a l  
government  o f f i c i a l s  i n t e r v i e w e d  by t h e  con- 
t r a c t o r  i n  March and A p r i l ,  1981,  t h e  con- 
c e p t s  o f  t h e  P r o j e c t  were  wor thy  o f  f u r t h e r  
deve lopment .  An o f f i c i a l  o f  t h e  P h i l i p p i n e  
Government, h o s t  f o r  t h e  c o n f e r e n c e  and a  
m a j o r  s p o n s o r ,  e x p r e s s e d  s a t i s f a c t i o n  w i t h  
t h e  i n f o r m a t i o n  o n  c o - v e n t u r e s  a c q u i r e d  a t  
t h e  c o n f e r e n c e .  The c o n f e r e n c e  was judged a  
p u b l i c  r e l a t i o n s  s u c c e s s  f o r  t h e  Government, 
and i t  p r o v i d e d  a p l a t f o r m  f o r  t h e  e s p o u s a l  
o f  a n  i m p o r t a n t  P h i l i p p i n e  p o l i c y  p r o p o s a l  
advan tageous  to  s m a l l  b u s i n e s s .  

An i n f o r m a l  and world-wide ne twork  o f  j o i n t  
v e n t u r e s  may have  been s t a r t e d ,  p e r m i t t i n g  
b e t t e r  g l o b a l  communicat ion abou t  mutua l  
problems.  Some 1 9  b u s i n e s s  v e n t u r e s  by n i n e  
i n d i v i d u a l s ,  a c c o u n t i n g  f o r  p e r h a p s  a s  much 
a s  $27-$31 m i l l i o n  i n  a c t u a l  or p o t e n t i a l  
i n v e s t m e n t ,  and between 750-1150 j o b s ,  h a v e  
been  a t t r i b u t e d  t o  P r o j e c t  ICONE/Manila; o n e ,  
which may r e q u i r e  y e t  a n o t h e r  two y e a r s  o r  
more t o  m a t e r i a l i z e ,  c o u l d  l e a d  t o  a  s u b s t a n -  
t i a l  v e n t u r e  ab road  f o r  two American 
companies  .* 

The e v a l u a t i o n  r e p o r t  a l s o  s u g g e s t s  t h a t  t h e r e  were some 

problems w i t h  t h i s  i n i t i a l  ICONE v e n t u r e ,  having  t o  d o  p r i -  

m a r i l y  w i t h  o r g a n i z a t i o n  and management, t h e  t a r g e t i n g  o f  

p a r t i c i p a n t s  and some o f  t h e  s e s s i o n s ,  fo l low-up  and o t h e r  

m a t t e r s  which t h e  e v a l u a t i o n  c o n s u l t a n t  r e p o r t e d  were b e i n g  

a d d r e s s e d  i n  t h e  c o u r s e  o f  t h e  p r e p a r a t i o n s  f o r  t h e  Panama 

c o n f e r e n c e .  I n  commenting o n  t h e  ICONE c o n f e r e n c e  i n  Mani la  

* .  W i l l i a m  B. Miller, " P r o j e c t  ICONE/Manila: An E v a l u a t i o n , "  
p r e p a r e d  by TransTech S e r v i c e s  USA, A l e x a n d r i a ,  V i r g i n i a ,  
unde r  C o n t r a c t :  LAC-0044-C-00-1021-00, J u n e  1981. 



as  wel l  as t h e  p l a n n e d  c o n f e r e n c e  f o r  Panama, t h e  c o n s u l t a n t  

n o t e d  t h a t  " a n  u n d e r t a k i n g  s u c h  a s  P r o j e c t  ICONE, i f  e n t e r e d  

i n t o  s e r i o u s l y  f o r  p u r p o s e s  o f  c r e a t i n g  d u r a b l e  b u s i n e s s  

d e v e l o p m e n t  r a t h e r  t h a n  more e p h e m e r a l  p u b l i c  r e l a t i o n s  advan-  

t a g e s ,  s h o u l d  b e  r e g a r d e d  as j u s t  t h a t  -- a  p o t e n t i a l l y  

medium-to- long term p r o j e c t  r e q u i r i n g  commi tment .  The  M a n i l a  

e x p e r i e n c e s  s u g g e s t  t h a t  [ P r o j e c t  I C O N E 1 s ]  g o a l s  a r e  c e r t a i n l y  

n o t  b e s t  s e r v e d  when it  is t r e a t e d  as a t r a d i t i o n a l  s h o r t - t e r m  

' impact '  p r o g r a m  o r  a s  a ' o n e - t i m e  s h o t .  ' " 

The a d v i c e  a b o u t  t h e  r e l a t i v e l y  l o n g - t e r m  n a t u r e  o f  a n y  e f f o r t  

t o  d e v e l o p  s u s t a i n e d  i n t e r a c t i o n s  w i t h i n  a  b u s i n e s s  communi ty  

or  b e t w e e n  b u s i n e s s  c o m m u n i t i e s  is p r o b a b l y  well t a k e n .  O t h e r  

e x p e r i e n c e s  w i t h  which A I D  is f a m i l i a r ,  s u c h  a s  t h e  e f f o r t  to  
d e v e l o p  t h e  C e n t r a l  A m e r i c a n  Common M a r k e t  a r e  e s s e n t i a l l y  

l o n g  term i n  n a t u r e .  They a re  i n i t i a l l y  i d e a s  w h i c h  r e q u i r e  

n u r t u r i n g  and  t h e  p a t i e n c e  t o  g o  a t  t h e  p a c e  t h a t  s u i t s  t h e  

n a t u r e  o f  t h e  b u s i n e s s  community i n  a  p a r t i c u l a r  e c o n o m i c  and  

c u l t u r a l  c l i m a t e .  

I n  t h i s  s e n s e  t h e  I C O N E  e v a l u a t i o n ' s  u s e  o f  t h e  term p r o j e c t  

may b e  m i s a p p l i e d ,  g i v e n  t h e  time, pace and b u d g e t  s t r u c t u r e  

a s s o c i a t e d  w i t h  a f o r m a l  Agency p r o j e c t .  R a t h e r  be t t e r ,  

p e r h a p s ,  would  b e  a  l o n g  term commitment  to  f u n d  a series o f  

s m a l l / s h o r t - t e r m  p r o j e c t s  or c o n t r a c t s  t h a t  g i v e  t h e  l o n g - t e r m  

n o t i o n  some a s s i s t a n c e  as and  when a s s i s t a n c e  was n e e d e d .  

W h i l e  a c o n v e n t i o n a l  p r o j e c t  may b e  t h e  wrong v e h i c l e  f o r  t h i s  

t y p e  o f  " b r o k e r i n g , "  t h e  e v a l u a t i o n ' s  p o i n t  a b o u t  a l o n g - t e r m  

commi tment  seems t o  be a v a l i d  p r e s c r i p t i o n .  

W h i l e  P r o j e c t  I C O N C  was and  is i n t e n d e d  t o  b e  a n  i n t e r n a t i o n a l  

e n d e a v o r ,  t h e r e  is no r e a s o n  why t h e  c o n c e p t ,  or a v a r i a n t  

t h e r e o f ,  c o u l d  n o t  b e  s c a l e d  down t o  f i t  a  s i n g l e  d e v e l o p i n g  

c o u n t r y .  A t  a c o u n t r y  l e v e l ,  t h e  fo rm o f  s u c h  a n  e n d e a v o r  



might  be somewhat d i f f e r e n t ,  and might  from t h e  b e g i n n i n g  have 

e l e m e n t s  which would f a c i l i t a t e  i t s  o p e r a t i o n  o v e r  t h e  long-  

te rm.  I t  migh t ,  f o r  example,  t a k e  t h e  form o f  a  working g r o u p  

a s s o c i a t e d  w i t h  t h e  Chambers o f  Commerce o r  t r a d e  o r g a n i z a -  

t i o n s  t h a t  a l r e a d y  e x i s t  w i t h i n  t h e  c o u n t r y .  

b .  The B u s i n e s s  " C l e a r i n g  House" 

Another  i d e a ,  which f a l l s  somewhere between " b r o k e r i n g "  and 

f e a s i b i l i t y  s t u d i e s ,  i s  t h e  c o n c e p t  o f  a  b u s i n e s s  " c l e a r i n g  

house."  One A I D  p r o j e c t  t h a t  t r i e d  t o  implement s u c h  a n  i d e a  

seems t o  have f a i l e d  m i s e r a b l y ,  y e t  i t s  f a i l u r e  is i n s t r u c -  

t i v e .  The p r o j e c t  was t h e  In ter -Amer ican  I n v e s t m e n t  D e v e l o p  

ment Cen te r .  The o b j e c t i v e  o f  t h e  p r o j e c t  was to o r g a n i z e  and 

manage a n  i n v e s t m e n t  promot ion  c e n t e r  o r  " c l e a r i n g  house" f o r  

t h e  pu rpose  o f  s t i m u l a t i n g  i n c r e a s e d  p r i v a t e  U. S.  i n v e s t m e n t  

i n  L a t i n  America by p r e s e n t i n g  s c r e e n e d  and approved i n v e s t -  

ment o p p o r t u n i t i e s  to  U.S .  i n v e s t o r s .  A s  an i d e a ,  t h e  

" c l e a r i n g  house" n o t i o n  h a s  some a p p e a l ,  even  o n  a  s i n g l e  

c o u n t r y  s c a l e  where a  s m a l l e r  v e r s i o n  might  f o c u s  on t h e  needs  

o f  s m a l l  v e n t u r e s  w i t h i n  a  c o u n t r y  f o r  l a r g e r  l o c a l  p a r t n e r s .  

The e v a l u a t i o n  A 1  D unde r took  o f  i t s  In ter -Amer ican  Inves tmen t  
Development C e n t e r  i n d i c a t e d  t h a t  a t  t h e  b e g i n n i n g  of t h e  

p r o j e c t  it was a n t i c i p a t e d  t h a t  t h e  role o f  t h e  C e n t e r ,  which 

was l o c a t e d  i n  New York, would be  p r i m a r i l y  o n e  o f  r e v i e w i n g  

inves tmen t  p r o p o s a l s  s u b m i t t e d  by t h e  C e n t e r ' s  a f f i l i a t e s  i n  
L a t i n  America and p r e s e n t i n g  them t o  a p p r o p r i a t e  American 

f i r m s .  A s  imp lemen ta t ion  proceeded,  i t  become c l e a r  t h a t  t h e  

"concep t  over-s imp1 i f  i e d  t h e  problems o f  d e v e l o p i n g  v i a b l e  

p r o j e c t s  which would meet t h e  s t a n d a r d s  o f  U.S. i n v e s t o r s  and 



o f  L a t i n  American e n t r e p r e n e u r s .  " *  The e v a l u a t i o n  g o e s  on t o  

r e p o r t  t h a t  from t h e  o u t s e t  t h e  C e n t e r  had t o  s t r u g g l e  w i t h  

t h e  problem of  poor  q u a l i t y  p r o p o s a l s .  Faced w i t h  i n a d e q u a t e  

p r o p o s a l  development ,  t h e  C e n t e r  found i t s e l f  h a v i n g  t o  edu- 

cate t h o s e  f o r  whom i t  had o n l y  i n t e n d e d  t o  p r o v i d e  " b r o k e r -  

ing"  s e r v i c e s .  The L a t i n  American a s s o c i a t e s ,  which  were 

u s u a l l y  development  banks  o r  government  a g e n c i e s ,  t u r n e d  o u t  

n o t  t o  have  t h e  r i g h t  k i n d s  o f  s t a f f  f o r  t h e s e  e n d e a v o r s  and 

a t  times " i n v e n t e d "  r a t h e r  t h a n  deve loped  p r o j e c t s  i n  which 

l o c a l  e n t r e p r e n e u r s  had a  r e a l  i n t e r e s t .  A t  t h e  same time, 

t h e  e v a l u a t i o n  n o t e s ,  l o c a l  e n t r e p r e n e u r s  who d i d  have a 

workab le  p r o p o s a l  o f t e n  avoided  c o n t a c t  w i t h  t h e  a s s o c i a t e s ,  

f e a r i n g ,  f o r  example,  t h a t  t h e i r  p r o p r i e t a r y  r i g h t s  to t h e  

i n v e s t m e n t  i d e a  m i g h t  n o t  b e  t a k e n  s e r i o u s l y .  

I n  documenting t h e  f a i l u r e  o f  t h e  " c l e a r i n g  house" p r o j e c t ,  

t h e  e v a l u a t o r  took  away t h e  f o l l o w i n g  " l e s s o n s "  t h a t  b e a r  

r e p e a t i n g :  

0 To t h e  d e g r e e  t h a t  v e n t u r e s  o f  t h i s  s o r t  a r e  p l anned  
i n  t h e  f u t u r e  i t  shou ld  b e  e x p e c t e d  t h a t  t h e  " c l e a r -  
i n g  house" f a c i l i t y  w i l l  need t o  p r o v i d e  t e c h n i c a l  
a s s i s t a n c e  t o  e n t r e p r e n e u r s  i n  d e v e l o p i n g  m a r k e t a b l e  
p r o p o s a l s .  

0 F a r  b e t t e r  t h a n  o r i e n t i n g  a  " c l e a r i n g  house" toward 
t h e  m a r k e t i n g  o f  d e v e l o p i n g  c o u n t r y  p r o p o s a l s  i n  a  
deve loped  c o u n t r y  where s u c h  p r o p o s a l s  m u s t  compete 
w i t h  a t t r a c t i v e  a l t e r n a t i v e s ,  would b e  a  r e v e r s a l  o f  
t h e  p r o c e s s :  a  " c l e a r i n g  house" t h a t  s p e c i a l i z e d  i n  
d i r e c t i n g  deve loped  c o u n t r y  f i r m s  t o  t h e  d e v e l o p i n g  
n a t i o n s  where t h e  f i r m s '  i n t e r e s t  and e x p e r t i s e  were  
most l i k e l y  t o  f i n d  a  d e v e l o p i n g  c o u n t r y  p a r t n e r .  

0 Recognize t h a t  any  " c l e a r i n g  house" set up o n  a  s e l f -  
suppor t ing /commerc ia l  b a s i s  i s  i t s e l f  i n  b u s i n e s s  -- 

* 
T r a n s m i t t a l  memorandum c o v e r i n g  an  A I D  r e p o r t  o n  t h e  I n t e r -  

American Inves tmen t  Development Cen te r .  Leonard Yaeger,  
LA/DR, March 2, 1972, E v a l u a t i o n  s e c t i o n ,  p .  2. 



and w i l l  t e n d  to a c t  i n  a  manner a p p r o p r i a t e  t o  i ts 
own v i a b i l i t y  a s  w e l l  a s  t h e  needs  o f  i ts  c l i e n t s .  

While t h e  " c l e a r i n g  house" example d e s c r i b e d  above was n o t  

h i g h l y  s u c c e s s f u l ,  t h e  n o t i o n  o f  a  " c l e a r i n g  house" is  a  

u s e £  u l  o n e  t h a t  c a n  be a p p l i e d  i n  o t h e r  ways. For  example,  

o n e  s i m p l e  v e r s i o n  t h a t  d e v e l o p i n g  c o u n t r y  gove rnmen t s  m i g h t  

i n i t i a t e  i s  a "one s t o p  shop" i n  which f o r e i g n  i n v e s t o r s  c o u l d  

c o n d u c t  a l l  t h e i r  b u s i n e s s  i n  t h e  a r e a s  o f  cus toms c l e a r a n c e ,  

work p e r m i t s ,  l i c e n s e s ,  t a x e s  and o t h e r  p a p e r  work t a s k s  

r e q u i r e d  t o  d o  b u s i n e s s  i n  a p a r t i c u l a r  c o u n t r y .  By u s i n g  t h e  

" c l e a r i n g  house" c o n c e p t  i n  t h i s  way a number o f  t r a n s a c t i o n s  

which f o r e i g n e r s  o f t e n  f i n d  to  b e  t i m e  consuming and even  

s t r e s s f u l  c o u l d  be s t r e a m l i n e d  t o  t h e  a d v a n t a g e  o f  b o t h  t h e  

h o s t  c o u n t r y  and t h e  f o r e i g n  i n v e s t o r .  

c. Trade  F a i r s  

Another  form o f  " b r o k e r i n g "  which can  p r o d u c e  s u c c e s s f u l  

r e s u l t s  when c a r e f u l l y  combined w i t h  a p p r o p r i a t e  t e c h n i c a l  

a s s i s t a n c e  is t h e  " t r a d e  f a i r . "  T r a d e  f a i r s ,  which  a r e  
a c t u a l l y  o p p o r t u n i t i e s  f o r  d e v e l o p i n g  c o u n t r i e s  t o  d i s p l a y  and 

m a r k e t  t h e i r  e x p o r t  p r o d u c t s  f o r  i n t e r n a t i o n a l  b u y e r s  a re  a l s o  

o p p o r t u n i t i e s  t o  make c o n t a c t s  t h a t  c a n  l e a d  to  h i g h e r  produc- 

t i o n  i n  t h e s e  d e v e l o p i n g  c o u n t r i e s .  

I n  g e n e r a l ,  t r a d e  f a i r s  have a  f a i r l y  bad name; many have  been 

t o t a l  f a i l u r e s  f o r  t h e  c o u n t r i e s  t h a t  h e l d  them. However, a  

r e c e n t  a r t i c l e  i n  Development N e w s  shows how S r i  Lanka and 

Bangladesh  have  been e f f e c t i v e  i n  chang ing  t h e  c h a r a c t e r  o f  

s u c h  e v e n t s :  

Very o f t e n ,  m a n u f a c t u r e r s  i n  d e v e l o p i n g  
n a t i o n s  d o  n o t  u n d e r s t a n d  t h e  nuances  o f  t h e  
d i f f e r e n t  m a r k e t s  t h e y  a r e  t r y i n g  to  



r e a c h . .  . ."Nobody buys" p roc l a imed  t h e  
h e a d l i n e  o n  t h e  l e a d  a r t i c l e  i n  Time 
Magaz ine ' s  Economy and B u s i n e s s  s e c t i o n ,  
r e p o r t i n g  o n  t h e  r e s u l t s  o f  t h e  f i r s t  t r a d e  
show s e n t  t o  t h e  Uni ted  S t a t e s  by t h e  
P e o p l e ' s  R e p u b l i c  o f  China . .  . .The f i r s t  Kenya 
t r a d e  show i n  N e w  York drew good a t t e n t i o n  
b u t  d i s a p p o i n t i n g  s a l e s . .  . .These  e x p e r i e n c e s  
u n d e r s c o r e  t h e  p o i n t  t h a t  deve lopmen t  work 
c a n n o t  b e  d i v o r c e d  from t h e  demands o f  t h e  
m a r k e t p l a c e .  

T h e r e  is ,  however ,  e v i d e n c e  t o  s u g g e s t  t h a t  
deve lopmen t  e f f o r t s  c a n  b e  s u c c e s s f u l  i f  t h e y  
a re  c a s t  i n  t h e  r i g h t  mold.  I n  t h e  l a s t  
t h r e e  y e a r s  some o f  t h e  i n t e r n a t i o n a l  f u n d i n g  
a g e n c i e s  have  made b e t t e r ,  more e f f e c t i v e  u s e  
o f  a v a i l a b l e  f u n d s ,  by  s u p p o r t i n g  a  s y s t e m s  
a p p r o a c h  t o  e x p o r t  deve lopmen t  work t h a t  i s  
p r o d u c i n g  r e a l  r e s u l t s .  I t  i s  a  new i n t e r -  
d i s c i p l i n a r y  program which t i e s  t o g e t h e r  a l l  
t h e  v a r i e d  f a c e t s  o f  p r o d u c t  deve lopmen t  and 
m a r k e t i n g  and o f f e r s  a " tu rn -key"  package  
r a t h e r  t h a n  segmented and u n c o o r d i n a t e d  
programs.  The E x p o r t  Development D i v i s i o n  o f  
t h e  Commonwealth Fund f o r  T e c h n i c a l  Coopera- 
t i o n ,  London, was t h e  f i r s t  t o  d i s c o v e r  t h e  
a d v a n t a g e s  o f  t h i s  new program. Then, t h e  
I n t e r n a t i o n a l  T r a d e  F a i r  C e n t e r  (UNCTAD/ 
GATT), Geneva, f o l l o w e d  soon  a f t e r .  These  
a g e n c i e s  h a v e  had t h e  f o r e s i g h t  t o  fund t h e s e  
programs.  

Two s u c h  programs h a v e  been  implemented -- 
s u c c e s s f u l l y  implemented -- f o r  t h e  n a t i o n s  
o f  S r i  Lanka and Bang ladesh .  The programs 
t a k e  p a r t i c i p a t i n g  m a n u f a c t u r e r s  and govern-  
ment  o f f i c i a l s  t h r o u g h  - a l l  t h e  s t a g e s  o f  
p r o d u c t  deve lopmen t ,  i n c l u d i n g  d e s i g n  and 
q u a l i t y  c o n t r o l ,  m a r k e t  e n t r y  and even  
fo l low-up  o f  i n i t i a l  s a l e s .  

I n  t h e s e  programs s u c c e s s  i s  e v a l u a t e d  n o t  
j u s t  by i n i t i a l  s a l e s  (wh ich  a r e  i m p o r t a n t )  
b u t  e v e n  more by  a c h i e v i n g  a  s u c c e s s f u l  
m a r k e t  e n t r y  w i t h  c a p a b i l i t y  f o r  s e l f -  
s u f f i c i e n t  m a r k e t  o p e r a t i o n s  upon which t o  
c a p i t a l i z e  and expand. .  . . 



Every th ing  a b o u t  t h e s e  programs i s  market  
o r i e n t e d .  The programs p r o v i d e  p a r a m e t e r s ,  
so t h a t  t r a i n i n g  t a k e s  p l a c e  w i t h i n  t h e  
c o n t e x t  o f  c l e a r l y  p e r c e i v e d  m a r k e t i n g  
o b j e c t i v e s .  

In  t h e  S r i  Lanka program, 20 f i r m s  were 
i n t r o d u c e d  i n t o  t h e  American market  t h r o u g h  
t h e  medium o f  a  s i n g l e  c o u n t r y  e x h i b i t i o n  
c a l l e d  t h e  F i r s t  S r i  Lanka Trade  F a i r .  None 
o f  t h e  20 p a r t i c i p a t i n g  f i r m s  were  m u l t i n a -  
t i o n a l ;  t h e y  were,  r a t h e r ,  a l l  l o c a l  indus-  
t r ies  w i t h  s m a l l  i n d u s t r i a l  b a s e s .  Many o f  
them were e x p o r t i n g  t o  t h e  Uni ted  S t a t e s  f o r  
t h e  v e r y  f i r s t  time. A l l  b rough t  p r o d u c t s  
s e l e c t e d ,  m o d i f i e d  or d e s i g n e d  s p e c i f i c a l l y  
t o  a p p e a l  to buyer  p r e f e r e n c e s  i n  t h e  
American market .  

The r e s u l t s  o f  t h e i r  p a r t i c i p a t i o n  i n  t h e  
program was enough t o  engage t h e  a t t e n t i o n  o f  
e v e n  t h e  most s k e p t i c a l .  Because o f  t h e  
a d e q u a t e  p r e p a r a t i o n  i n c l u d e d  i n  t h e  program, 
b u s i n e s s  a t  t h e  show was b r i s k . .  . . I n  t h e  
f i n a l  a n a l y s i s ,  t h e  c o s t  o f  t h e  S r i  Lanka 
program amounted to  o n l y  2% o f  t h e  t o t a l  
sales volume c r e a t e d .  By any s t a n d a r d s ,  a  
c o s t  o f  2 %  o f  r e s u l t a n t  s a l e s  i s  a n  
i n c r e d i b l e  per formance .  

I m p o r t a n t  a s  t h e  f o r e i g n  exchange  was, o t h e r  
d i r e c t  economic b e n e f i t s  to  S r i  Lanka ' s  l o n g  
r u n  development  were even more i m p o r t a n t :  
300 new jobs  were c r e a t e d  i n  S r i  Lanka to  
h a n d l e  t h e  new o r d e r s ,  1 2  new p r o d u c t i o n  
f a c i l i t i e s  were c r e a t e d ,  and s e v e r a l  e x i s t i n g  
f a c i l i t i e s  w e n t  , i n t o  d o u b l e  s h i f t  
o p e r a t i o n s .  * 

Of a l l  t h e  " s u c c e s s "  stories t u r n e d  up i n  t h e  c o u r s e  o f  t h i s  

i n v e s t i g a t i o n ,  t h e  s t o r y  o f  S r i  Lanka ' s  t r a d e  f a i r  is p e r h a p s  

a t  o n c e  t h e  most i n s p i r i n g  and t h e  most i m p o r t a n t .  More t h a n  

a l l  o f  t h e  o t h e r  examples  p rov ided  i n  t h i s  p a p e r ,  t h i s  S r i  

Development N e w s ,  New York: I n t e r n a t i o n a l  Market ing  Group, 
J u l y  1981.  



Lanka s t o r y  most  c l e a r l y  i l l u s t r a t e s  t h e  fundamenta l  c o n c e p t  

p u t  f o r t h  a t  t h e  beg inn ing  o f  t h i s  p a p e r :  F o r  t h e r e  to  b e  

b u s i n e s s ,  t h e r e  must be  b o t h  a  sel ler  and a  buyer  and t h e y  

must a g r e e .  

The f a c t  t h a t  h i g h l y  e f f e c t i v e  programs f o r  e x p o r t  m a r k e t i n g  

a r e  coming from B r i t a i n  r a t h e r  t h a n  America may s u r p r i s e  some. 

On t h e  d o m e s t i c  marke t ,  Amer ica ' s  image a s  a  n a t i o n  o f  mar- 

k e t i n g  s p e c i a l i s t s  is f a i r l y  s t r o n g ;  y e t  on t h e  i n t e r n a t i o n a l  

f r o n t ,  w e  c l e a r l y  have  n o t  found a l l  o f  t h e  answers .  A r e c e n t  

Washington P o s t  a r t i c l e  n o t e s  t h a t  t h e  U . S .  p r i v a t e  s e c t o r  is 

s t u d y i n g  whe the r  and how to  e x t r i c a t e  e x p o r t  promot ion  from 

t h e  hands  o f  t h e  government .  

A t  t h e  same t i m e ,  t h e  U.S. Department o f  Commerce's I n t e r n a -  

t i o n a l  Trade  A d m i n i s t r a t i o n  h a s  t aken  an i m p o r t a n t  s t e p  i n  

s i m p l i f y i n g  t h e  complex maze o f  i n f o r m a t i o n  an  a v e r a g e  U.S. 

f i r m  needs  t o  under s t and  b e f o r e  i t  c o n s i d e r s  e x p o r t i n g  i ts 

p r o d u c t s .  A r e c e n t  p u b l i c a t i o n ,  which d e m o n s t r a t e s  t h a t  t h e  

government  c a n  w r i t e  i n  s i m p l e  E n g l i s h ,  p r o v i d e s  a  w e a l t h  o f  

b a s i c  i n f o r m a t i o n .  It r e a d s  l i k e  H o w  To Succeed I n  B u s i n e s s  

Without  R e a l l y  Trying  and w i l l  v e r y  l i k e l y  r e d u c e  t h e  amount 

o f  time o n  t h e  t e l e p h o n e  and number o f  i n d i v i d u a l  l e t t e r s  

a s s o c i a t e d  w i t h  f i r s t  c o n t a c t s  a b o u t  e x p o r t s  w i t h  t h e  d e p a r t -  

ment. I t ' s  wor th  o r d e r i n g  a  copy,  and it may b e  w o r t h  con- 

s i d e r i n g  whe the r  b u s i n e s s e s  i n  t h e  d e v e l o p i n g  c o u n t r i e s  migh t  

b e  he lped  by s m a l l  p r o j e c t s  w i t h  h o s t  governments  t h a t  

produced s i m i l a r l y  compact and r e a d a b l e  g u i d e s . *  

Whi le  t h e s e  a r e  b u t  a few o f  t h e  forms t h a t  " b r o k e r i n g "  c o u l d  

t a k e ,  t h e y  a r e  i n d i c a t i v e  o f  t h e  ways i n  which b u s i n e s s e s  

* 
A B a s i c  Guide t o  Export in%, Washington:  United S t a t e s  

Department o f  Commerce, I n t e r n a t i o n a l  Trade A d m i n i s t r a t i o n .  
~ o G e m b e r  1981. ( c o p i e s  o f  t h i s  p u b l i c a t i o n  a r e  b e i n g  ordeked 
f o r  e a c h  AID M i s s i o n . )  



m i g h t  be  i n t r o d u c e d  to  new m a r k e t s  a s  w e l l  a s  to s o u r c e s  o f  

c a p i t a l  and t e c h n i c a l  a s s i s t a n c e  i n  m a r k e t i n g  t h e i r  i d e a s .  

3 .  Management T r a i n i n g  and R e l a t e d  A s s i s t a n c e  

S i m p l e  b u s i n e s s  s k i l l s  a r e  o f t e n  i n  s h o r t  s u p p l y ;  t h e  l a c k  o f  

them c a n  l e a d  f i r m s  i n t o  a  wide r a n g e  o f  problems,  from cash-  

f l o w  d i f f i c u l t i e s ,  t o  e x c e s s  i n v e n t o r y ,  t o  payments  n e v e r  

r e c e i v e d  b e c a u s e  t h e y  were n e v e r  p r o p e r l y  no ted .  Big com- 

p a n i e s  c a n  g e t  i n t o  j u s t  a s  much t r o u b l e  i n  t h e s e  a r e a s  as  

s m a l l  o n e s .  I n  even s h o r t e r  s u p p l y  a r e  management s k i l l s  -- 
and t h e s e  a r e  t h e  h a r d e r  o f  t h e  two t y p e s  o f  b a s i c  p r i v a t e  

s e c t o r  s k i l l s  t o  t e a c h .  I n  a d d i t i o n  to t h e s e  b a s i c s ,  b u s i -  

n e s s e s  o f t e n  f i n d  t h a t  t h e i r  u n d e r s t a n d i n g  o f  m a r k e t  a n a l y s i s ,  

p romot ion ,  p a c k a g i n g ,  new t e c h n o l o g i e s  and t h e  l a w s  o f  t h e  

c o u n t r i e s  t o  which t h e y  e x p o r t  a  p o r t i o n  o f  t h e i r  p r o d u c t  c a n  

l i m i t  t h e i r  e f f i c i e n c y  and t h e i r  e f f e c t i v e n e s s  i n  t h e  m a r k e t .  

Over t h e  y e a r s ,  A I D  h a s  p r o v i d e d  a  wide  r a n g e  o f  t r a i n i n g  

program a s s i s t a n c e  to a d d r e s s  t h e s e  n e e d s ,  r a n g i n g  from s i m p l e  

c o u r s e s  i n  b a s i c  a c c o u n t i n g  t o  t h e  deve lopmen t  o f  INCAE, t h e  

C e n t r a l  American B u s i n e s s  Schoo l  d e v e l o p e d  w i t h  A 1  D s u p p o r t  by 

Harvard .  W h i l e  A I D  r e a d i l y  r e c o g n i z e s  t h e  i m p o r t a n c e  o f  edu- 

c a t i o n  and t r a i n i n g  programs,  i ts  e v a l u a t i o n s  i n  t h i s  a r e a  

have  r a r e l y  p r o v i d e d  t h e  t y p e  o f  l o n g  term fol low-up d a t a  t h a t  

p r o v i d e s  a  f u l l  u n d e r s t a n d i n g  o f  how t r a i n i n g  h a s  been p u t  to  

u s e .  Thus,  f o r  example,  t h e  most r e c e n t  e v a l u a t i o n  o f  INCAE 

p r e s e n t s  a  c l e a r  p i c t u r e  o f  t h e  p r o g r a m ' s  management and t h e  

f l o w  o f  s t u d e n t s  t h r o u g h  t h e  s c h o o l ,  b u t  i t  d o e s  n o t  d e s c r i b e  

i n  d e t a i l  what I N C A E ' s  g r a d u a t e s  are d o i n g  w i t h  t h e i r  b u s i n e s s  

t r a i n i n g .  A s i m i l a r  s i t u a t i o n  e x i s t s  w i t h  r e s p e c t  t o  smaller 

s c a l e  t r a i n i n g  e f f o r t s ,  even  though some a r e  l o n g  s t a n d i n g  

e f f o r t s  i n  a  r a n g e  o f  p e r t i n e n t  a r e a s .  O c c a s i o n a l l y ,  t h e  

e f f e c t s  o f  t r a i n i n g  programs s u r f a c e  i n  o t h e r  ways. For 



example,  t h e  Februa ry  1 1 t h  e d i t i o n  o f  t h e  Washington P o s t  

d e v o t e d  n e a r l y  a  column t o  t h e  s u c c e s s  o f  E t h i o p i a n  A i r l i n e s ,  

w i t h o u t  m e n t i o n i n g  t h e  r a n g e  o f  ways i n  which A I D  s u p p o r t e d  

t h e  deve lopmen t  o f  t h i s  p r o f i t  making " s u c c e s s . "  A s e a r c h  i n  

A I D ' S  h i s t o r i c a l  f i l e s  produced a summary r e p o r t  o n  P r o j e c t  

633-37-907: N a t i o n a l  A i r l i n e s  T r a i n i n g  Program, USAID/ 

E t h i o p i a .  A s  t h e  Washington P o s t  n o t e s :  "The t e c h n i c a l  

t r a i n i n g  program began t h r e e  d e c a d e s  a g o  b e f o r e  E t h i o p i a  had a  

u n i v e r s i t y  and a t  a  t i m e  when t h e r e  were  o n l y  1 0  h i g h  s c h o o l s ,  

w i t h  1 ,700  s t u d e n t s . "  

The A I D  r e p o r t  o n  t h e  p r o j e c t  n o t e s  t h a t  r e a l i s t i c  o b j e c t i v e s  

were o n e  o f  t h e  r e a s o n s  f o r  t h e  p r o j e c t ' s  c l e a r  s u c c e s s .  One 

s u s p e c t s  t h a t  t h e r e  a r e  many o t h e r  s u c c e s s  s t o r i e s  r e s u l t i n g  

from f o r m a l  t r a i n i n g  programs d e v e l o p e d  by A I D  as w e l l  a s  from 

i t s  p a r t i c i p a n t  t r a i n i n g  i n  t h e  Uni ted  S t a t e s .  Clear e v i d e n c e  

o f  t h e  c o n n e c t i o n  between A I D  t r a i n i n g  and b u s i n e s s  s u c c e s s  i s  

n o t ,  however ,  r e a d i l y  a v a i l a b l e  i n  t h e  form p r o v i d e d  h e r e  

c o n c e r n i n g  t h i s  p a r t i c u l a r  c a s e .  

Whi l e  f o r m a l  t r a i n i n g  programs a r e  o b v i o u s l y  o n e  o f  t h e  ways 

A I D  c o u l d  a s s i s t  e n t e r p r i s e s  i n  t h e  d e v e l o p i n g  c o u n t r i e s  i n  

improving  core b u s i n e s s  s k i l l s  a s  w e l l  a s  management s k i l l s ,  

s t u d i e s  o f  t h e  t r a i n i n g  r e c e i v e d  by t h o s e  who a re  now r u n n i n g  

b u s i n e s s e s  i n  t h e  d e v e l o p i n g  c o u n t r i e s  s u g g e s t  t h a t  A I D  s h o u l d  

t a k e  a  close l o o k  a t  t h e  o p p o r t u n i t i e s  t h a t  e x i s t  f o r  

s t r e n g t h e n i n g  e x i s t i n g  on-the- j ob  t r a i n i n g  e x p e r i e n c e s .  As  a  

s u r v e y  u n d e r t a k e n  i n  M a u r i t a n i a  by t h e  I n t e r n a t i o n a l  Labor 

O r g a n i z a t i o n  i n  1 9 7 8  shows, many o f  t h o s e  who g o  i n t o  b u s i n e s s  

were  once  a p p r e n t i c e s  : 

The s u r v e y  showed t h a t  t h e  m a n u f a c t u r i n g  and 
s e r v i c e  s e c t o r s  employ a  g r e a t  many appren-  
t ices :  41.6 and 63 .5  p e r c e n t  o f  t h e i r  
r e s p e c t i v e  work fo rces . .  . . [ I1  n  g e n e r a l ,  t h e s e  



a p p r e n t i c e s  r e c e i v e  payment  i n  c a s h  and i n  
k i n d  to  t h e  v a l u e  o f  a b o u t  350 o u g u i y a s  a  
week ,  i . e . ,  a p p r o x i m a t e l y  40% of  a n  u n s k i l l e d  
l a b o r e r ' s  wage.  We s h a l l  n o t  g o  i n t o  t h e  
q u e s t i o n  of  w h e t h e r  t h e  v a l u e  o f  t h e  t r a i n i n g  
p r o v i d e d  c o m p e n s a t e s  t h e  a p p r e n t i c e s  f o r  t h e  
loss o f  p o s s i b l e  e a r n i n g s  e l s e w h e r e  s i n c e  we 
d o  n o t  p o s s e s s  t h e  n e c e s s a r y  d a t a .  M e v e r t h e -  
l e s s ,  it is c l e a r  t h a t  t h i s  t y p e  o f  t r a i n i n g  
costs  s o c i e t y  n o t h i n g ,  t h a t  it p r o v i d e s  t h e  
b e s t  p r e p a r a t i o n  f o r  s e l f - e m p l o y m e n t ,  t h a t  i t  
r e s p e c t s  t r a d i t i o n a l  v a l u e s  and h e n c e  o f f e r s  
t h e  most a p p r o p r i a t e  f o r m u l a  f o r  a b s o r b i n g  
young r u r a l  m i g r a n t s  s u d d e n l y  b r o u g h t  f a c e  t o  
f a c e  w i t h  a modern u r b a n  socia l  s t r u c t u r e .  
M o r e o v e r ,  i t  h a s  a l r e a d y  e n a b l e d  a  c o n s i d e r -  
ab le  number o f  s m a l l  e n t r e p r e n e u r s  to  s t a r t  
up  t h e i r  own b u s i n e s s e s .  

The s u r v e y  shows t h a t  i n  m a n u f a c t u r i n g ,  
s e r v i c e s  and  b u i l d i n g ,  6 3 . 4 ,  8 4 . 2  and  21 .6  
per c e n t  o f  t h e  e n t r e p r e n e u r s  r e c e i v e d  no  
o t h e r  t r a i n i n g  t h a n  t h a t  a c q u i r e d  i n  t h e  
i n f o r m a l  sector .  D e s p i t e  t h i s ,  on  t h e  whole  
t h e y  seem t o  r u n  t h e i r  b u s i n e s s e s  j u s t  as 
wel l  a s  o t h e r  e n t r e p r e n e u r s  who s e r v e d  a n  
a p p r e n t i c e s h i p  i n  t h e  f o r m a l  sector ,  i f  o n e  
t a k e s  i n t o  a c c o u n t  t h a t  t h e y  u s u a l l y  h a v e  
much less e q u i p m e n t  t h a n  t h e  l a t t e r .  * 

T h i s  f i n d i n g  a g r e e s  w i t h  e v i d e n c e  p r e s e n t e d  i n  o t h e r  s t u d i e s  

o f  small and medium b u s i n e s s e s ,  p a r t i c u l a r l y  t h e  World B a n k ' s  

e x a m i n a t i o n  of Korea and Taiwan and t h e  M i c h i g a n  S t a t e  s t u d y  

o f  S i e r r a  Leone ,  d i s c u s s e d  e l s e w h e r e  i n  t h i s  p a p e r .  On t h e  

o t h e r  h a n d ,  t h e  ILO report a l s o  f i n d s  t h a t  t h e  e n t r e p r e n e u r s  

who h a v e  come up t h r o u g h  t h e  t r a i n i n g  p r o v i d e d  by f o r m a l  or 

i n f o r m a l  sector a p p r e n t i c e s h i p s  a r e  a t  a  d i s a d v a n t a g e  r e l a t i v e  

t o  t h e  r o u g h l y  5 p e r c e n t  o f  t h e  e n t r e p r e n e u r s  who h a v e  

a t t e n d e d  c o u r s e s  a t  a  v o c a t i o n a l  t r a i n i n g  i n s t i t u t e .  

* 
G e o r g e s  Nihan and R o b e r t  J o u r d a i n ,  "The Modern I n f o r m a l  

S e c t o r  i n  N o u a k c h o t t , "  i n  I n t e r n a t i o n a l  L a b o r  Rev iew,  Volume 
1 1 7 ,  N o .  6 ,  November-December 1 9 7 8 ,  p. 711.  



The combina t ion  of f i n d i n g s  s u g g e s t s  t h a t  a m i x  of t r a i n i n g  

a p p r o a c h e s  f o r  t h e  p r i v a t e  s e c t o r  may, i n  some d e v e l o p i n g  

c o u n t r i e s ,  be t h e  most u s e f u l  o p t i o n s ,  i . e . ,  an e f f o r t  to 

upgrade  a p p r e n t i c e s h i p  programs,  p e r h a p s  by o f f e r i n g  s p e c i a l  

a f t e r - h o u r s  c o u r s e  work t o  them i n  key a r e a s  such  a s  accoun t -  

i ng .  When such  c o u r s e  work cou ld  be p r o v i d e d ,  l o c a l  e n t r e p r e -  

n e u r s  who a l s o  l a c k  t h i s  type  of b a s i c  b u s i n e s s  e d u c a t i o n  

might  w e l l  t a k e  t h e s e  c o u r s e s  o n  a paying  b a s i s .  

Two o t h e r  avenues  f o r  s imple  b u s i n e s s  s k i l l  t r a i n i n g  AID might  

c o n s i d e r  examining a r e  t h e  t r a i n i n g  programs p rov ided  by l a b o r  

u n i o n s ,  o f t e n  w i t h  t h e  a s s i s t a n c e  of AID-funded l a b o r  union 

development  g r a n t s ,  and t h e  t r a i n i n g  programs f o r  members 

w h i c h  a r e  p a r t  of n e a r l y  e v e r y  c o o p e r a t i v e  and c r e d i t  union 

o r g a n i z a t i o n  AID has  e v e r  a s s i s t e d .  By t a p p i n g  i n t o  t h e s e  

e x i s t i n g  c h a n n e l s ,  or s i m p l y  s h a r i n g  w i t h  l a b o r ,  c o o p e r a t i v e  

and c r e d i t  union s t a f f  i n f o r m a t i o n  a b o u t  t h e  t y p e s  of b u s i n e s s  

s k i l l  s h o r t a g e s  t h a t  can be observed  i n  l o c a l  e n t e r p r i s e s ,  a  

r e l a t i v e l y  e a s y  r o u t e  f o r  i n c r e a s i n g  t h e  l o c a l  s t o c k  of t h i s  

k ind  of  t r a i n i n g  might  be worked o u t .  While un ions  and 

c o o p e r a t i v e s  might  s e e  t h e  l o g i c  of such a  p l a n ,  t h e y  might  

n o t  immedia te ly  e n v i s i o n  a  way t o  o f f s e t  t h e  c o s t  of d e v e l -  

op ing  and p r e s e n t i n g  such c o u r s e s .  Here a n o t h e r  " l e f t  f i e l d "  

i d e a  may come i n  handy. I n  v i r t u a l l y  a l l  of t h e  ma jo r  

a c c o u n t i n g  f i r m s  and among many s t o c k b r o k e r a g e s  i n  t h e  U.S., 

programs f o r  e d u c a t i n g  members / c l i en t s  have been i n c r e a s i n g  

r a p i d l y  i n  t h e  l a s t  few y e a r s .  What seems t o  have happened is 

t h a t  t h e s e  o r g a n i z a t i o n s  r ecogn ized  t h a t  t h e y  had e x p e r t i s e  

t h e i r  c l i e n t s  wanted t o  beg in  t o  a c q u i r e  and f o r  which t h e y  

were w i l l i n g  t o  pay a  nominal p r i c e .  R a t h e r  t h a n  s h y i n g  away 

from such  p r o j e c t s ,  f e a r i n g  t h a t  t h e  c l i e n t s  would n o t  need 

t h e i r  t e a c h e r s  once t h e  i n f o r m a t i o n  v a s  t r a n s f e r r e d ,  t h e s e  

o r g a n i z a t i o n s  have plunged ahead -- w i t h  s eeming ly  g r e a t  

s u c c e s s .  Over t ime  t h e  c o u r s e  o f f e r i n g s  have expanded beyond 



t h e  b a s i c  a r e a s  o f  f i r m  e x p e r t i s e  t o  c o v e r  more g e n e r a l  

management t o p i c s ,  and t h e r e  i s  n o  s i g n  o f  a  r e t r e a t  based  on 

a  l o s s  o f  c u s t o m e r s .  

Management t r a i n i n g ,  a s  i n d i c a t e d  e a r l i e r ,  i s  o n e  o f  t h e  

h a r d e s t  t y p e s  o f  t r a i n i n g  t o  p r o v i d e .  The h e a r t  o f  t h e  

problem l i es  i n  t h e  f a c t  t h a t  management is b e t t e r  " l e a r n e d "  

t h a n  i t  i s  t a u g h t .  Harvard Bus iness  S c h o o l ' s  s u c c e s s  and 

I N C A E ' s  n o t w i t h s t a n d i n g ,  mos t  management s k i l l s  a r e  a c q u i r e d  

i n  t h e  r e a l  wor ld ,  n o t  i n  t h e  c l a s s room.  Most m a j o r  b u s i -  

n e s s e s  a round t h e  wor ld  have  r e c o g n i z e d  t h i s  f a c t  and 

responded t o  it. Two o f  t h e  main r e s p o n s e s  o f  b u s i n e s s  t o  t h e  

"management i s  l e a r n e d "  phenomenon a r e  in-house management 

t r a i n i n g  programs and f a s t -  t r a c k  promot ion  programs which 

a l l o w  t o p  management t o  move a b l e  young managers  ahead  w i t h o u t  

r e g a r d  to t h e i r  s e n i o r i t y ,  a g e ,  d e p a r t m e n t a l  p o s i t i o n ,  e t c .  

Such programs a r e  v i r t u a l l y  unknown i n  t h e  p u b l i c  s e c t o r ;  t o  

t h e  d e g r e e  t h e y  a r e  known, t h e y  a r e  l i k e l y  t o  b e  c o n s i d e r e d  

d e s t a b i l i z i n g  -- someth ing  to b e  k e p t  f a r  away from t h e  s t e a d y  

advancement p a t h s  o f  a  c i v i l  s e r v i c e .  In  some c o u n t r i e s  t h e  

r a p i d  advancement  o f  management t a l e n t  t h r o u g h  a  f i r m  might  

n o t  be  a c c e p t a b l e  even i n  t h e  p r i v a t e  s e c t o r .  However, where 

s u c h  programs can  b e  i n s t i t u t e d ,  f i r m s  c a n  o f t e n  move beyond 

o n e  o f  t h e  m a j o r  c o n s t r a i n t s  t h e y  f a c e  when t h e y  c o n s i d e r  

b u s i n e s s  e x p a n s i o n .  

R i g h t  behind  b u s i n e s s  s k i l l s  and management t r a i n i n g  l i e s  a  

f a i r l y  g e n e r a l  need f o r  t e c h n i c a l  t r a i n i n g ,  a s  t h e  A f r i c a  

B u r e a u ' s  d r a f t  p a p e r  o f  "The Development o f  A f r i c a n  P r i v a t e  

E n t e r p r i s e "  p o i n t s  o u t .  While t h e  need w i l l  o b v i o u s l y  v a r y  

from c o u n t r y  t o  c o u n t r y  and i n d u s t r y  t o  i n d u s t r y ,  b a s i c s  s u c h  

a s  how motors work, e l e c t r i c a l  w i r i n g ,  c a r p e n t r y ,  t h e  

o p e r a t i o n  o f  mach ines ,  and o t h e r  s k i l l s  e s s e n t i a l  to  a  wide  

v a r i e t y  o f  b u s i n e s s e s  g e n e r a l l y  need t o  b e  made a c c e s s i b l e .  



V o c a t i o n a l  s c h o o l s  t e a c h  t h e s e  b a s i c s ,  b u t  t h e  p e o p l e  who need  

t o  know them d o  n o t  a lways  g o  th rough  v o c a t i o n a l  s c h o o l s .  

Thus,  s u p p l e m e n t a l  o r  a l t e r n a t i v e  s o u r c e s  need t o  be d e v e l -  

oped ,  o f t e n  w i t h  t h e  a d u l t  l e a r n e r  i n  mind. I n  West A f r i c a ,  

t h e  A f r i c a  Bureau p a p e r  n o t e s :  

. .an o r g a n i z a t i o n  which p r o b a b l y  p r o v i d e s  t h e  
b e s t  example o f  [ t a i l o r - m a d e  t r a i n i n g  t h a t  
t a k e s  p l a c e  a t  t h e  b u s i n e s s  s i t e s ]  is  t h e  
" A s s o c i a t i o n  pour  l a  Format ion  d e s  Cadres  d e  
1 ' I n d u s t r i e  e t  d e  l l A d m i n i s t r a t i o n , "  ( A F C A ) .  
T h i s  o r g a n i z a t i o n  h a s  been  p r o v i d i n g  s p e -  
c i a l l y  t a i l o r e d  programs to  A f r i c a n  e n t e r -  
p r i s e s  i n  7-8 c o u n t r i e s  s i n c e  1 9 6 2 .  I t  
r e c e i v e s  a b o u t  15% o f  i ts  s u p p o r t  from t h e  
French  government  and t h e  b a l a n c e  from f e e s  
i t  c h a r g e s  i t s  c l i e n t s . *  

Whi l e ,  a s  was no ted  above,  e v a l u a t i o n s  o f  s u c h  programs d o  n o t  

u s u a l l y  p r o v i d e  a d e q u a t e  i n f o r m a t i o n  t o  d e t e r m i n e  t h e i r  long-  

t e rm v a l u e ,  t h e  AFCA i s  o b v i o u s l y  d o i n g  something  r i g h t  -- i t s  

s u r v i v a l  on  a  f e e - f o r - s e r v i c e  b a s i s  f o r  some 2 0  y e a r s  i s  

s u f f i c i e n t  e v i d e n c e  t o  d e m o n s t r a t e  t h e  p o i n t .  

4 .  Technology Access  and T r a n s f e r  

W h i l e  s i m p l e  b u s i n e s s  s k i l l s ,  management t r a i n i n g  and b a s i c  

t e c h n i c a l  t r a i n i n g  a r e  e s s e n t i a l  f o r  s t a r t i n g  up f i r m s  and 

m a i n t a i n i n g  t h e i r  o p e r a t i o n s ,  t h e s e  r e s o u r c e s  a r e  n o t  a d e q u a t e  

t o  g u a r a n t e e  t h a t  e n t e r p r i s e s  w i l l  move a l o n g  w i t h  t h e  s t a t e -  

o f - t h e - a r t  i n  a  p a r t i c u l a r  a r e a  o r  be  a b l e  to  move ahead o f  a  

c o m p e t i t o r .  N e w  t e c h n o l o g i e s  o f  many t y p e s ,  i n c l u d i n g  t h o s e  

a s s o c i a t e d  w i t h  management and m a r k e t i n g  a s  w e l l  a s  p r o d u c t i o n  

 he Development o f  A f r i c a n  P r i v a t e  E n t e r p r i s e , "  d r a f t  
d i s c u s s i o n  p a p e r ,  Off i c e  of  Reg iona l  Af f a i r s ,  A f r i c a  Bureau, 
A I D ,  Oc tobe r  1981.  



p r o c e s s e s ,  a r e  a  main avenue f o r  b u s i n e s s  advancement -- i f  

s u c h  t e c h n o l o g i e s  c a n  b e  a c c e s s e d  and a p p l i e d .  

In  t h e  l a s t  s e c t i o n  o f  t h i s  pape r  i t  was noted  t h a t  f i r m s  i n  

t h e  d e v e l o p i n g  c o u n t r i e s  c a n  f a c e  s e v e r a l  t y p e s  o f  d i f f i -  

c u l t i e s  i n  t h e i r  e f f o r t s  to a c q u i r e  and a p p l y  t e c h n o l o g i c a l  

i n n o v a t i o n s .  Both t h e  " p r o p r i e t a r y "  n a t u r e  o f  many 

t e c h n o l o g i e s ,  i .e. ,  t h e  f a c t  t h a t  companies which u s e  them 

o f t e n  own them and keep  t h e i r  e l e m e n t s  s e c r e t ,  and t h e  

c a p a c i t y  o f  h o s t  managers  and t e c h n i c i a n s  t o  a b s o r b  tech-  

n o l o g i c a l  change ,  l i m i t  i n n o v a t i o n .  

I n  h i s  s t u d y  o f  t e c h n o l o g y  t r a n s f e r  i n  f i v e  d e v e l o p i n g  coun- 

t r i e s ,  Wal l ende r  p o i n t e d  o u t  t h a t  t h e  i n t e r n a l  c h a r a c t e r i s t i c s  

o f  a  f i r m ,  e . g . ,  i t s  o r g a n i z a t i o n a l  form, management and work 

f o r c e ,  i t s  env i ronment ,  i .e. ,  t h e  s u p p o r t i n g  network o f  

s u p p l i e r s ,  a c c e s s  t o  c o n s u l t a n t s  who s p e c i a l i z e  i n  a  p a r t i c u -  

l a r  t echno logy ,  e t c . ,  and t h e  p r o c e s s  t h a t  i s  used t o  t r a n s f e r  

a  t e c h n o l o g y  a l l  e f f e c t  a d o p t i o n  a t  t h e  l e v e l  o f  t h e  u s e r  

f i rm.*  I n  companies  which a r e  t i e d  v i a  o w n e r s h i p  t o  U.S. 

c o r p o r a t i o n s  o r  f  i n n s  i n  o t h e r  deve loped  c o u n t r i e s ,  some o f  

t h e s e  problems a r e  r e a d i l y  s o l v e d .  And i t  is w i t h i n  s u c h  

j o i n t  v e n t u r e  a r r a n g e m e n t s  t h a t  many c a s e s  o f  s u c c e s s f u l  tech-  

nology t r a n s f e r  a r e  to  b e  found.  Thus, f o r  example,  H a r b r i d g e  

House 's  s t u d y  o f  f i r m s  which had r e c e i v e d  i n v e s t m e n t  guaran-  

t e e s  from t h e  Overseas  P r i v a t e  I n v e s t m e n t  C o r p o r a t i o n  ( O P I C )  

s u g g e s t s  t h a t  n o t  o n l y  a r e  t e c h n o l o g y  t r a n s f e r s  from t h e  

p a r e n t  f i r m  t o  t h e  d e v e l o p i n g  c o u n t r y  f i r m  s u c c e s s f u l ,  in -  

c o u n t r y  t e c h n o l o g y  deve lopment s  may a l s o  t a k e  p l a c e  i n  t h e s e  

s i t u a t i o n s .  I n  d e s c r i b i n g  C a r t o n  d e  Colombia,  a n  a f f i l i a t e  o f  

t h e  C o n t a i n e r  C o r p o r a t i o n  of  America,  t h e  s t u d y  r e p o r t e d :  

* 
Wal lender ,  op.  c i t .  



Most o f  t h e  t e c h n o l o g y  needed i n  t h e  produc-  
t i o n  p r o c e s s  h a s  been impor ted  from t h e  
United S t a t e s ,  w h e r e  i t  h a s  been  deve loped  by 
C o n t a i n e r  C o r p o r a t i o n  and o t h e r s .  However, 
t h e r e  a r e  s e v e r a l  a r e a s  i n  which Car ton  has  
deve loped  s i g n i f i c a n t  new t e c h n o l o g y  w i t h i n  
Colombia, f o r  example: 

. . . G e n e r a l l y ,  s h o r t - f i b r e  woods -- s u c h  a s  
t h e  t r o p i c a l  hardwoods of  Colombia ' s  
f o r e s t s  -- a r e  n o t  s u i t a b l e  f o r  t h e  produc-  
t i o n  o f  heavy-duty m a t e r i a l s  s u c h  a s  con- 
t a i n e r b o a r d  and boxboard.  I n  t h e  United 
S t a t e s ,  C o n t a i n e r  C o r p o r a t i o n  and o t h e r  
p r o d u c e r s  u s e  l o n g - f i b r e  so f twoods  f o r  
p u l p i n g .  For  many y e a r s ,  C a r t o n  depended 
upon t h e  i m p o r t  o f  l o n g - f i b r e  p u l p  t o  s u p p o r t  
i t s  c o n t a i n e r b o a r d  p r o d u c t i o n ;  however, i n  
1959, C a r t o n  and C o n t a i n e r  C o r p o r a t i o n  
e n g i n e e r s ,  s t r i v i n g  t o  f i n d  a  way t o  sub-  
s t i t u t e  Colombian raw m a t e r i a l s  f o r  impor ted  
p u l p ,  found a  means of u s i n g  Colombian t r o y  
i c a l  hardwood f o r  p roduc ing  h i g h - s t r e n q  t h  
packaging  m a t e r i a l s . .  . . [A] s a  r e s u l t  o f  t h i s  
d i s c o v e r y ,  C a r t o n  is  now a b l e  t o  s a t i s f y  75 
p e r c e n t  o f  i t s  p u l p  r e q u i r e m e n t s  from l o c a l  
raw m a t e r i a l s .  Today, C a r t o n  is o n e  o f  t h e  
few pape r  p r o d u c t s  m a n u f a c t u r e r s  i n  t h e  world 
a b l e  to  use  s h o r t - f i b r e  t r o p i c a l  hardwood 
p u l p  s o  e x t e n s i v e l y  i n  t h e  m a n u f a c t u r i n g  o f  
heavy-duty  packag ing  m a t e r i a l s . *  

Noting t h a t  t h e  i n t e r a c t i o n  between t e c h n o l o g y  s p e c i a l i s t s  

from d e v e l o p i n g  and deve loped  c o u n t r i e s  d o e s  n o t  o c c u r  a s  

r e a d i l y  i n  s i t u a t i o n s  where f i r m s  a r e  owned l o c a l l y ,  Wal lender  

examined a number o f  s o u r c e s  o f  management and t e c h n o l o g y  

a s s i s t a n c e  t h a t  c a n  be a c c e s s e d  by t h e  p r i v a t e  s e c t o r  i n  a t  

l e a s t  some o f  t h e  d e v e l o p i n g  c o u n t r i e s .  In  h i s  r e v i e w  h e  

i n c l u d e d  b o t h  p r i v a t e  f i r m s  t h a t  p r o v i d e  t h e s e  s e r v i c e s  and 

o t h e r  t y p e s  o f  o r g a n i z a t i o n s  r a n g i n g  from n o n - p r o f i t ,  q u a s i -  

governmenta l  o r g a n i z a t i o n s  to t h e  I n t e r n a t i o n a l  E x e c u t i v e  

* 
U. S. Inves tmen t  V e n t u r e s  i n  Eeveloping C o u n t r i e s ,  Boston,  

Massachuse t t s :  Harbr idye  House, I n c . ,  1972,  p. C-IV-6. 



S e r v i c e  Corps ,  which r e c e i v e s  A I D  fund ing .  I n  d e s c r i b i n g  

t h r e e  such  o r g a n i z a t i o n s  (CEBRAE,  C e n t r o  B r a s i l e r i o  d e  

A s s i s t e n c i a  G e r e n c i a l  a  Penquena e Media Empresa o r  B r a z i l i a n  

C e n t e r  of  Management A s s i s t a n c e  t o  Small  and Medium F i rms ,  

B r a z i l ;  KIST, Korean I n s t i t u t e  of S c i e n c e  and Technology;  

IESC, I n t e r n a t i o n a l  E x e c u t i v e  S e r v i c e  Corps ,  o u t  of N e w  Y o r k ) ,  

Wal l ende r  emphasized t h e  way i n  which t h e s e  o r g a n i z a t i o n s  

combined management a s s i s t a n c e  w i t h  t echno logy  t r a n s f e r  and 

development  e f f o r t s .  Speaking  of  t h e  IESC, he s a y s :  

The v a l u e  of  t h e  IESC program is t h e  a b i l i t y  
t o  t a r g e t  s p e c i f i c  problems i n  f i r m s  i n  v i r -  
t u a l l y  any i n d u s t r y ,  t o  l o c a t e  a c o n s u l t a n t  
w i t h  t h e  a p p r o p r i a t e  s k i l l s ,  and t o  s t r u c t u r e  
t h e  c o n s u l t i n g  v i s i t . .  . . I n  many c a s e s ,  t h e  
IESC project opened t h e  c l i e n t  to new manage- 
ment sys t ems  t h a t  t r i g g e r e d  a  change i n  a t t i -  
t u d e  among c l i e n t  p e r s o n n e l  t h a t  h a s  l e d  to  
more e f f e c t i v e  management th rough  b e t t e r  
i n t e r n a l  problem d i a g n o s i s  and d e s i g n  of 
s o l u t i o n s .  The s t r e n g t h e n i n g  of l o c a l  s k i l l s  
f o r  d i a g n o s i n g  and s o l v i n g  problems r e d u c e s  
dependence  on o u t s i d e  a s s i s t a n c e  and 
i n c r e a s e s  t h e  a b i l i t y  of l o c a l  f i r m s  to  
r e c e i v e  and u t i l i z e  t e c h n o l o g y ,  and t h e r e b y  
f a c i l i t a t e s  t h e  t r a n s f e r  of t e c h n o l o g y .  * 

While Wal l ende r  p o i n t s  o u t  t h a t  access an6 management r e a d i -  

n e s s  a r e  t h e  keys  t o  s u c c e s s f u l  t e c h n o l o g y  t r a n s f e r  and 

development ,  he a lso  n o t e s  t h a t  t h i s  is an  area which can  be 

a f f e c t e d  by p o l i c y  s h i f t s .  D e s c r i b i n g  t h e  n e g a t i v e  e f f e c t s  

p o l i c y  changes  can  have,  he r e l a t e s  t h e  s t o r y  of  one P e r u v i a n  

f i rm:  

The c a s e  of  P r o d u c t o s  Quemanyo is an example 
of  a f i r m  whose p l a n s  f o r  c a p i t a l  improve- 
ments  were p r o f o u n d l y  a f f e c t e d  by t h e  

* 
Wal lende r ,  op.  c i t . ,  p. 201. 



r e q u i r e m e n t s  o f  government .  P r o d u c t o s  
Quemanyo, l o c a t e d  i n  P e r u ,  p r o d u c e s  and  
p r o c e s s e s  c h e e s e ,  b u t t e r  and y o g u r t .  I n  
r e s p o n s e  t o  government  t a x  i n c e n t i v e s  i n  t h e  
e a r l y  1 9 7 0 s  t o  r e i n v e s t  p r o f i t s  i n  c a p i t a l  
improvements ,  P r o d u c t o s  Quernanyo p u r c h a s e d  
from f o r e i g n  s u p p l i e r s  new b u t t e r - m a k i n g  
equ ipmen t  a l t h o u g h  e x i s t i n g  equ ipmen t  was n o t  
i n  a n y  need o f  r e p l a c e m e n t .  The o l d  e q u i p  
ment ,  wh ich  was f u n c t i o n i n g  w e l l ,  i s  s t i l l  
b e i n g  s t o r e d  by t h e  f i r m  t o  u se  i f  t h e  newer  
mach ines  b r e a k  down. A s  p a r t  o f  t h e  c a p i t a l  
improvements under  t h i s  i n c e n t i v e ,  t h e  f i r m  
p u r c h a s e d  a  y o g u r t  p r o d u c i n g  s y s t e m  from a  
U.S. f i r m .  However, b e f o r e  p r o d u c t i o n  o f  
y o g u r t  began ,  t h e  government  i s s u e d  a  new 
p r i c e  c o n t r o l  t h a t  f o r c e d  t h e  f i r m  to  s e l l  
y o g u r t  a t  a  p r i c e  below t h e  p r o d u c t i o n  c o s t s .  
The i m p l e m e n t a t i o n  o f  t h e  f i r m ' s  p l a n s ,  which 
were r e q u i r e d  by t h e  government ,  a d v e r s e l y  
a f f e c t e d  t h e  f i r m ' s  o p e r a t i o n s  a s  a  r e s u l t  o f  
c h a n g e s  i n  t h e  e x t e r n a l  e n v i r o n m e n t . *  

A s  t h e  f o r e g o i n g  d i s c u s s i o n  s u g g e s t s ,  t h e  i s s u e s  o f  t e c h n o l o g y  

t r a n s f e r  and t e c h n o l o g y  a c c e s s  i n  b u s i n e s s  a r e  a  good d e a l  

more complex t h a n  t h e y  a r e ,  f o r  example,  i n  a g r i c u l t u r e .  

I n s t e a d  of  c o n s i d e r i n g  ways o f  i n t r o d u c i n g  a  s i n g l e  t e c h n o l o g y  

t o  many u s e r s ,  a s  t h e  I n t e r n a t i o n a l  R i c e  Resea rch  I n s t i t u t e  

h a s  a t t e m p t e d  i n  i t s  s m a l l  s c a l e  t e c h n o l o g y  a s s i s t a n c e  

e f f o r t s ,  a l m o s t  e v e r y  f i r m  mus t  be t r e a t e d  a s  a  s p e c i a l  

c a s e  -- r e q u i r i n g  t e c h n o l o g i e s  t h a t  may n o t  b e  needed anywhere 

e l s e  i n  a  c o u n t r y .  T h i s  is p a r t i c u l a r l y  t r u e  i n  t h e  "ha rd"  

t e c h n o l o g y  a r e a s  which a f f e c t  p r o d u c t i o n  p r o c e s s e s ,  a s  opposed 

to  s u c h  " s o f t "  t e c h n o l o g y  a r e a s  a s  management s y s t e m s  and 

a c c o u n t i n g  t e c h n i q u e s  which have  r e l e v a n c e  t o  a  number o f  

e n t e r p r i s e s  o f  a  g i v e n  s i z e  and g e n e r a l  c h a r a c t e r .  

Recogn iz ing  t h a t  many p o t e n t i a l  a r e a s  o f  t e c h n o l o g y  t r a n s f e r  

t o  e n t e r p r i s e  and t e c h n o l o g y  deve lopmen t  by l o c a l  f i r m s  w i l l  

* 
I b i d ,  p .  7 4 .  



have a  "unique"  c h a r a c t e r ,  M i s s i o n s  might  f i n d  it u s e f u l  to  

examine o p t i o n s  f o r  approach ing  t h i s  a r e a  which a r e  i n h e r e n t l y  

broad-gauged, s u c h  a s  t h e  I n t e r n a t i o n a l  E x e c u t i v e  S e r v i c e  

Corps,  " c l e a r i n g  house" t y p e s  o f  o r g a n i z a t i o n s  ( s u c h  a s  t h o s e  

examined i n  t e r m s  o f  f i n a n c i a l  a r r angement s  i n  t h e  s e c t i o n  on 

" b r o k e r i n g "  ) , and t h e  development  o f  v a r i o u s  t y p e s  o f  ne tworks  

t h a t  cou ld  c o n n e c t  f i r m s  t o  i n d i v i d u a l s  and o r g a n i z a t i o n s  t h a t  

c o u l d  a s s i s t  them. I n  t h i s  l a t t e r  c a t e g o r y ,  chambers  o f  com- 

merce,  t e c h n i c a l  s o c i e t i e s  and ways o f  o r g a n i z i n g  i n d i v i d u a l s  

w i t h  i n f o r m a t i o n  and i n t e r e s t ,  s u c h  a s  t h e  commercial  o f f i c e r  

a t  t h e  U S .  embassy, l o c a l  u n i v e r s i t y  s t a f f  and bus inessmen 

who have a l r e a d y  engaged i n  t e c h n o l o g y  development  and use  may 

be a p p r o p r i a t e  as  resources. Wi th in  c o u n t r i e s ,  i t  migh t  be 

p o s s i b l e  to se t  up l o c a l  v e r s i o n s  o f  IESC t h a t  p r o v i d e  oppor-  

t u n i t i e s  f o r  more advanced e n t r e p r e n e u r s  t o  a s s i s t  t h o s e  who 

have had l i t t l e  e x p e r i e n c e .  Such a r r a n g e m e n t s  migh t  e v e n  make 

s e n s e  on  a  v o l u n t a r y  b a s i s ,  f o r  a  few hours  a  month, i f  t h e  

b u s i n e s s e s  t h a t  were t o  r e c e i v e  a s s i s t a n c e  were t h e  n a t u r a l  

s u p p l i e r s  f o r  goods  and s e r v i c e s  t h a t  more advanced e n t e r -  

p r i s e s  r e q u i r e .  

5. I n f r a s t r u c t u r e  

W h i l e  a r e v i e w  of the s u c c e s s e s  and f a i l u r e s  i n  A I D ' S  e x p e r i -  

ence w i t h  i n f r a s t r u c t u r e  development  would r e q u i r e  a whole 

s e p a r a t e  volume, i t  i s  i m p o r t a n t  t o  n o t e  t h a t  i n  s u c h  works a s  

J a c o b y ' s  c l a s s i c  s t u d y  o f  a i d  t o  Taiwan, i n f r a s t r u c t u r e  d e v e l -  

opment p l ayed  a  ma jo r  r o l e .  The c r i t i c a l  n a t u r e  o f  i n f r a -  

s t r u c t u r e  i n  t h e  e x p a n s i o n  o f  m a r k e t s  h a s  a l s o  been  p o i n t e d  

o u t  i n  t h e  f i r s t  s e c t i o n  o f  t h i s  pape r .  

I n  most o f  t h e  d e v e l o p i n g  c o u n t r i e s  o u t s i d e  of  A f r i c a ,  A I D  h a s  

a  l o n g  h i s t o r y  o f  i n f r a s t r u c t u r e  development  work. I n  some o f  

t h e s e  c o u n t r i e s  A I D  was invo lved  i n  b u i l d i n g  t h e  p r i m a r y  



highways o f  n a t i o n s  and t h e  highways t h a t  l i n k  o n e  n a t i o n  t o  
a n o t h e r .  I n  t h e  r e c e n t  p a s t  A I D  h a s  n o t  been invo lved  i n  a s  

many o f  t h e s e  ma jo r  t r a n s p o r t a t i o n  sys t em development  p r o j e c t s  

a s  i t  was i n  e a r l i e r  times. Y e t  l o o k i n g  a t  t h e  world t o d a y ,  

i t  is c l e a r  t h a t  t h e  t iming  o f  m a j o r  donor  i n f r a s t r u c t u r e  

p r o j e c t s  h a s  l e f t  A f r i c a  i n  a  v e r y  d i f f e r e n t  p o s i t i o n  from 

most  of  As ia  and L a t i n  America. The d i f f e r e n t  p o s i t i o n  o f  

A f r i c a  w i t h  r e s p e c t  t o  a backbone t r a n s p o r t a t i o n  network is 

p o i n t e d  o u t  by t h e  A f r i c a  bu reau  i n  i t s  d r a f t  p r i v a t e  s e c t o r  

p a p e r ,  and t h e  same p o i n t  i s  made i n  c u r r e n t  CCGSs. 

Where r o a d s  and o t h e r  b a s i c  t r a n s p o r t a t i o n  ne tworks  e x i s t ,  b u t  

a p p e a r  t o  b e  u n d e r u t i l i z e d ,  M i s s i o n s  may want  t o  examine t h e  

s t r u c t u r e  o f  t h e  t r a n s p o r t  i n d u s t r y ,  as was s u g g e s t e d  i n  t h e  
p r e c e d i n g  s e c t i o n .  I n v e s t m e n t s  i n  t r a n s p o r t  i n d u s t r i e s ,  

t h r o u g h  e x i s t i n g  a g r i - b u s i n e s s  l e n d i n g  i n s t i t u t i o n s ,  m i g h t  be 

a n a t u r a l  compliment to t h o s e  on-going a c t i v i t i e s  where "more 

c a r r i e r s "  a p p e a r s  to  be  a  way t o  i n c r e a s e  market  s i z e  f o r  b o t h  

t h e  a g r i c u l t u r e  and m a n u f a c t u r i n g  sectors. 

In  a  r e c e n t  World Bank pape r ,  Wil loughby p r e s e n t e d  a  u s e f u l  

d i s c u s s i o n  o f  t h e  way i n  which p o l i c y  changes  w i t h  r e s p e c t  to 

t r a n s p o r t  a r e  c r e a t i n g  new o p p o r t u n i t e s  i n  t h i s  a r e a :  

Most t r a n s p o r t  s e r v i c e s  a r e  n e i t h e r  n a t u r a l  
monopol ies  nor  s u b j e c t  to s i g n i f i c a n t  
economies o f  s c a l e  i n  o p e r a t i o n .  These 
s e r v i c e s  o p e r a t e  most e f f i c i e n t l y  when  
c o m p e t i t i o n  among them is promoted and t h e  
economic r e g u l a t i o n  -- i n t r o d u c e d  i n  many 
c o u n t r i e s  i n  t h e  f a c e  o f  worldwide d e p r e s s i o n  
i n  t h e  1930s  -- i s  reduced .  In  t h e  same way, 
d e r e g u l a t i o n  can  b e  expec ted  to s t i m u l a t e  
i m a g i n a t i v e  and economica l  p r i v a t e  i n i t i a t i v e  
i n  o t h e r  a r e a s  b e s i d e s  t r a n s p o r t ,  s u c h  a s  
l o n g - d i s t a n c e  t e l ecommunica t ions ,  s o l i d  was te  
c o l l e c t i o n ,  and t h e  d i s p o s a l ,  t r e a t m e n t ,  and 
r e u s e  o f  l i q u i d  was te s  f o r  a g r i c u l t u r a l  
pu rposes .  



The d e v e l o p i n g  c o u n t r i e s ,  w i t h  t h e  Bank's  
encouragement ,  have  t r a d i t i o n a l l y  t a k e n  a  
r a t h e r  p r a g m a t i c  a t t i t u d e  t o  t h e  o r g a n i z a t i o n  
o f  t r a n s p o r t  s e r v i c e s .  Some t h a t  had 
deve loped  government  owned companies  a r e  now 
r e d u c i n g  t h e  r o l e  o f  t h e  p u b l i c  s e c t o r  or  a r e  
even t u r n i n g  t h e  s e r v i c e  o v e r  e n t i r e l y  t o  
p r i v a t e  e n t e r p r i s e .  I n  t h e  Congo and Guinea ,  
d e s p i t e  s t a t e  s o c i a l i s t  i d e o l o g i e s ,  mos t  road 
f r e i g h t  is c a r r i e d  by p r i v a t e  companies ,  
m a i n l y  owner o p e r a t o r s .  In  Z a i r e ,  p r i v a t e  
e n t e r p r i s e s  h a v e  been  p r o v i d i n g  a  s t e a d i l y  
i n c r e a s i n g  s h a r e  o f  r i v e r  t r a n s p o r t  s e r v i c e s ,  
w h i l e  Sudan is p l a n n i n g  to  b r e a k  t h e  p u b l i c  
monopoly of r i v e r  t r a n s p o r t  on t h e  N i l e .  
Both  I n d i a  and S i e r r a  Leone c l o s e d  t h e i r  
c e n t r a l  government  t r u c k i n g  companies  a  few 
y e a r s  ago .  I n  S r i  Lanka, p r i v a t e  e n t e r p r i s e  
i s  r a p i d l y  p e n e t r a t i n g  t h e  i n t e r c i t y  and 
r u r a l  p a s s e n g e r  t r a n s p o r t  marke t ,  b o t h  o f  
which were p r e v i o u s l y  r e s e r v e d  to  t h e  s t a te  
monopoly. 

. . .A p a r t i c u l a r l y  d r a m a t i c  c a s e  o f  s u c c e s s f u l  
d e r e g u l a t i o n  i n v o l v e s  t h e  i n t e r u r b a n  and 
r u r a l  bus t r a n s p o r t  i n  C h i l e .  I n  1977-78 t h e  
r e q u i r e m e n t  f o r  government  p r e a p p r o v a l  o f  
f a r e s  was e l i m i n a t e d .  I n  1979 a l l  r o u t e  and 
s e r v i c e  l i c e n s i n g  was abandoned. I n  1980 
e v e n  t h e  r e q u i r e m e n t  to  r e p o r t  f a r e s  t o  t h e  
Government was dropped .  A s  a  r e s u l t ,  t h e r e  
h a s  been  a l a r g e  e x p a n s i o n  o f  b u s  companies  
and s e r v i c e s .  F a r e s  a r e  a b o u t  t h e  same now 
i n  r e a l  terms as  t h e y  were i n  1970 -- e x c e p t  
o n  t h e  l o n g e r  r o u t e s  t o  t h e  n o r t h  and s o u t h  
o f  t h e  c o u n t r y  where q u a l i t y  o f  s e r v i c e  h a s  
been  v a s t l y  improved. I n  t h e  f i v e  y e a r s  
between 1974 and 1979. .  . t h e  number o f  long-  
d i s t a n c e  bus p a s s e n g e r s  i n  C h i l e  has  quad- 
r u p l e d ,  r e a c h i n g  more t h a n  60 m i l l i o n  i n  
1979.* 

* 
C h r i s t o p h e r  R. Wi l loughby,  " I n f r a s t r u c t u r e :  Doing More With 

Less ," i n  Economic Development and t h e  P r i v a t e  S e c t o r ,  
Washington ,  D.C.: The World Bank, 1981, p .  11. 



Communications,  power and w a t e r  a r e  t h r e e  o t h e r  e l e m e n t s  o f  a n  

i n f r a s t r u c t u r e  t h a t  e n t e r p r i s e s  need o r  c o n s i d e r  t o  b e  h i g h l y  

s u p p o r t i v e .  A I D  h a s  e x p e r i e n c e  working i n  a l l  t h r e e  o f  t h e s e  

a r e a s .  Once a g a i n ,  t h e s e  s y s t e m s ,  1 i k e  m a j o r  t r a n s p o r t a t i o n  

ne tworks ,  t end  t o  be e x p e n s i v e  a s  w e l l  a s  c a p i t a l - i n t e n s i v e  

f o r  t h e  most p a r t .  C o n s i d e r a t i o n  o f  t h e s e  a r e a s  i s  a n  impor- 

t a n t  e l e m e n t  o f  a  r e v i e w  o f  t h e  c o n s t r a i n t s  o n  m a r k e t s  and 

b u s i n e s s  deve lopmen t  i n  any  c o u n t r y .  However, o n l y  when s u c h  

a r e v i e w  i s  comple ted  w i l l  a  Miss ion  know whe the r  t h e s e  

c o n s t r a i n t s  a r e  c r i t i c a l .  

I n  a l l  i n f r a s t r u c t u r e  a r e a s ,  i t  i s  i m p o r t a n t  to  remember t h a t  

t h e  i d e n t i f i c a t i o n  o f  an  i n f r a s t r u c t u r e  c o n s t r a i n t  d o e s  n o t  

n e c e s s a r i l y  mean t h a t  A I D  s h o u l d  a c t i v e l y  i n v o l v e  i t s e l f  i n  

removing t h e  c o n s t r a i n t .  I n  many c o u n t r i e s ,  p r i v a t e  i n d u s t r y  

h a s  i t s e l f  i n v e s t e d  i n  i n f r a s t r u c t u r e  deve lopmen t  -- 
p a r t i c u l a r l y  when a t  l e a s t  o n e  r e a s o n a b l y  l a r g e  i n d u s t r y  

p e r c e i v e d  t h i s  k i n d  of  c o n s t r a i n t .  I n  some c a s e s  t h e  indus-  

t r i e s  i n v o l v e d  were engaged i n  e x t r a c t i n g  m i n e r a l s  and o t h e r  

r e s o u r c e s  t h a t  r e q u i r e d  s h i p p i n g  from an  i n t e r i o r  p o i n t .  I n  

t h e  c u r r e n t  d e v e l o p i n g  c o u n t r y  env i ronmen t  t h e  n e e d s  f o r  

i n f r a s t r u c t u r e  may b e  s p r e a d  a c r o s s  a  number o f  s m a l l  and 

medium s i z e  f i r m s .  P o o l i n g  t h e  i n t e r e s t  and t h e  resources o f  

t h e s e  f i r m s  and f o c u s i n g  them o n  i n f r a s t r u c t u r e  c o n s t r u c t i o n  

may, i n  some s i t u a t i o n s ,  be  a  p o s s i b l e  avenue t o  p u r s u e .  

6. F i n a n c i a l  Sys tems and S o u r c e s  o f  Funds f o r  E n t e r p r i s e  

When an  A I D  program i n  a  d e v e l o p i n g  c o u n t r y  i s  examined o n  a n  

a n n u a l  b a s , i s ,  t h e  way i n  which s p e c i f i c  p r o j e c t s  t h a t  t o u c h  

t h e  c o u n t r y ' s  f i n a n c i a l  s y s t e m  r e l a t e  t o  e a c h  o t h e r  and to  t h e  

o v e r a l l  s t r u c t u r e  o f  f i n a n c i a l  o p p o r t u n i t e s  may n o t  be  

o b v i o u s ,  e v e n  t o  M i s s i o n  p e r s o n n e l  who have s p e n t  s e v e r a l  

y e a r s  a t  a  p a r t i c u l a r  post. Viewed a s  a  whole a  c o u n t r y ' s  



f i n a n c i a l  sys t em,  by t h e  way i t  is o r g a n i z e d ,  c a n  e i t h e r  work 

t o  promote a  v a r i e t y  o f  t y p e s  and s i z e s  o f  e n t e r p r i s e  o r  i t  

c a n  f a v o r  c e r t a i n  segments  o f  t h e  p r i v a t e  s e c t o r .  In  t h i s  

s e c t i o n ,  e x p e r i e n c e  w i t h  t h e  development  o f  f i n a n c i a l  s y s t e m s ,  

a s  w e l l  a s  w i t h  s p e c i f i c  mechanisms f o r  making f u n d s  a v a i l a b l e  

to  e n t e r p r i s e ,  a r e  examined. 

a .  The Development o f  F i n a n c i a l  Systems 

A s  s u g g e s t e d  i n  t h e  p r e c e d i n g  s e c t i o n ,  i t  can  b e  h y p o t h e s i z e d  

t h a t  when a c c e s s  t o  c r e d i t  is o r g a n i z e d  i n  a  manner t h a t  

e n c o u r a g e s  t h e  c a n p e t i t i o n  f o r  c a p i t a l  between, f o r  example,  

medium-size i n d u s t r i e s ,  r a t h e r  t h a n  among small, medium and 

l a r g e  e n t e r p r i s e s ,  t h e  p r i v a t e  s e c t o r  w i l l  d e v e l o p  i n  a  r e a -  

s o n a b l y  b a l a n c e d  way. An example o f  what a p p e a r s  to  have been  

a  l o n g i t u d i n a l  e f f o r t  t o  f i l l  o u t  t h e  f i n a n c i a l  sys t em o f  a  

c o u n t r y  t h r o u g h  development  a s s i s t a n c e  p r o j e c t s  is o f f e r e d  by 

Ecuador.  A v e r y  p r e l i m i n a r y  e x a m i n a t i o n  o f  A I D ' S  program i n  

t h i s  c o u n t r y  s u g g e s t s  t h a t ,  t h r o u g h  a  series o f  p r o j e c t s ,  many 

o f  t h e  e l e m e n t s  o f  a  f i n a n c i a l  sys tem t h a t  o f f e r s  o p p o r t u n i -  

t i e s  f o r  p r i v a t e  s e c t o r  v e n t u r e s  o f  v a r y i n g  s i z e  have  been  

a s s i s t e d  i n  t h e i r  development .  The e f f e c t s  o f  t h i s  c o n s c i o u s  

or semi-consc ious  program f o r  f i l l i n g  o u t  t h e  c o u n t r y ' s  sys t em 
o f  f i n a n c i a l  i n s t i t u t i o n s  may have  had t h e  c u m u l a t i v e  e f f e c t  

o f  making l a t e r  p r o j e c t s  i n  t h e  s e q u e n c e  r e l a t i v e l y  more s u e  
c e s s f u l  t h a n  t h e y  migh t  have been  i f  o t h e r  e l e m e n t s  o f  t h e  

f i n a n c i a l  s y s t e m  had n o t  a l r e a d y  r e c e i v e d  a t t e n t i o n .  An 

e v a l u a t i o n  of Ecuador ' s  Smal l  E n t e r p r i s e  A s s i s t a n c e  p r o j e c t  

re i n f o r c e s  t h i s  t h o u g h t :  

Fol lowing l e n g t h y  s t a r t  up d e l a y s ,  t h e  l o a n  
was s u c c e s s f u l l y  implemented and f u l l y  d i s -  
b u r s e d  by A p r i l  1977.  A t o t a l  of  295 sub- 
l o a n s  to  s m a l l  e n t e r p r i s e s  were f i n a n c e d  
under  t h e  l o a n  w i t h  p a r t i c u l a r  b e n e f i t  



a c c r u i n g  t o  makers  o f  p r o c e s s o r s  o f  m e t a l ,  
p l a s t i c s  p r o d u c t s ,  s m a l l  a p p l i a n c e s ,  f  u r n i -  
t u r e ,  c l o t h i n g  and wood p r o d u c t s .  The l o a n ' s  
m a j o r  accompl ishments ,  a i d e d  by 032 and 033 
A I D  l o a n s  and t h e  World Bank c a t t l e  l o a n ,  is  
t h e  s t r e n g t h e n i n g  o f  t h e  G O E ' s  i n s t i t u t i o n a l  
f u n d i n g  mechan i sm/ (Cen t ra l  Bank f i n a n c i a l  
f u n d s )  and t h e  open ing  o f  new c h a n n e l s  f o r  
t h e  movement o f  v i t a l  r e s o u r c e s  t o  d e v e l o p i n g  
sectors. Ecuador ' s  s m a l l  i n d u s t r y  s e c t o r  h a s  
expanded t o  22 c i t i e s  t h r o u g h o u t  t h e  c o u n t r y .  
USAID's 1976 s u r v e y  showed t h a t  535  n e w  j o b s  
were c r e a t e d  i n  a  sample  o f  1 6 2  s m a l l  e n t e r -  
p r i s e s  i n s p e c t e d .  T o t a l  p r o d u c t i o n  i n  
sampled e n t e r p r i s e s  i n c r e a s e d  31% over  t h e  
p r e v i o u s  y e a r  w i t h  a n  a v e r a g e  i n c r e a s e  o f  72% 
i n  t h e  u t i l i z a t i o n  o f  l o c a l  r a w  m a t e r i a l s . *  

By p i e c i n g  t h e  h i s t o r y  o f  p r o j e c t  a s s i s t a n c e  t o g e t h e r ,  i t  i s  
p o s s i b l e  t o  d e v e l o p  a  rough d iag ram o f  t h e  manner i n  which 

e l e m e n t s  o f  t h e  Ecuador i an  f i n a n c i a l  sys tem have been  encour-  

aged t o  c o n c e n t r a t e  t h e i r  i n v e s t m e n t s  i n  d i s c r e t e  segments  o f  

t h e  economy, w i t h  v i r t u a l l y  a l l  s egmen t s  of  t h e  p r i v a t e  s e c t o r  

r e c e i v i n g  t h e  b e n e f i t s  o f  a c c e s s  t o  c r e d i t  and r e l a t e d  s u p p o r t  

s e r v i c e s .  F i g u r e  2  p r e s e n t s  a rough p i c t u r e  o f  t h e  way i n  

which A I D  p r o j e c t s  have a s s i s t e d  s p e c i f i c  i n s t i t u t i o n s  w h i l e  

a t  t h e  same t i m e  h e l p i n g  t o  f i l l  o u t  t h e  o v e r a l l  f i n a n c i a l  

sys t em.  It is a l s o  wor th  n o t i n g  t h a t  t h i s  d i ag ram c o n t a i n s  

o n e  i n s t i t u t i o n  which i s  n o t  t e c h n i c a l l y  f i n a n c i a l  i n  n a t u r e :  

a  government  o r g a n i z a t i o n  t h a t  d e a l s  i n  s t a n d a r d s  and 

measures .  As s u g g e s t e d  e a r l i e r ,  t h e  s e t t i n g  o f  s t a n d a r d s  i s  

t y p i c a l l y  a  government  f u n c t i o n  which t e n d s  t o  f a c i l i t a t e  t h e  

development  o f  p r i v a t e  e n t e r p r i s e  and t h e  p o s s i b i l i t y  t h a t  

d o m e s t i c  m a n u f a c t u r e r s  w i l l  compete e f f e c t i v e l y  on  world 

m a r k e t s .  

* 
A b s t r a c t  o f  t h e  f i n a l  e v a l u a t i o n  o f  Ecuador ' s  Smal l  

E n t e r p r i s e  A s s i s t a n c e  Loan, Number 518-L-034, 3/12/79, from 
t h e  O f f i c e  o f  Development I n f o r m a t i o n ,  AID. 
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b.  S o u r c e s  of Funds f o r  E n t e r p r i s e  

By and l a r g e ,  donor  o r g a n i z a t i o n s  have tended  i n  e a r l i e r  y e a r s  

to  a c t  i n  a manner which would s u g g e s t  t h a t  t h e y  c o n s i d e r  t h e  

c a p i t a l  needs  of e n t r e p r e n e u r s  -- p a r t i c u l a r l y  t h e  i n v e s t m e n t  

c a p i t a l  needs  -- t o  be t h e  p r imary  c o n s t r a i n t  on p r i v a t e  

sector i n i t i a t i v e s  i n  t h e  d e v e l o p i n q  c o u n t r i e s .  Any r ev iew of  

A I D ' S  p o r t f o l i o  o v e r  t i m e ,  or donor  p o r t f o l i o s  i n  g e n e r a l  f o r  

t h a t  m a t t e r ,  t e n d s  t o  c o n f i r m  t h i s  i m p r e s s i o n .  The m a j o r i t y  

of p r o j e c t s  and programs aimed a t  t h e  p r i v a t e  s e c t o r  have  

t ended  to  be o n e s  which a r r a n g e d  f o r  i n v e s t m e n t  c a p i t a l ,  i n  

one way or a n o t h e r .  S i n c e  e n t r e p r e n e u r s  r ank  t h e i r  own n e e d s ,  

and t h e i r  p e r c e p t i o n s  c o n c e r n i n g  b u s i n e s s  c o n s t r a i n t s ,  d i f f e r -  

e n t l y  upon o c c a s i o n ,  it is t empt ing  to c o n c l u d e  t h a t  d o n o r s  

may s i m p l y  f i n d  it e a s i e r  t o  p r o v i d e  c a p i t a l  t h a n  t o  a d d r e s s  

o t h e r  f a c t o r s  t h a t  c o n s t r a i n  p r i v a t e  e n t e r p r i s e  and t h e  f u l l  

deve lopment  of  m a r k e t s .  A t  t h e  same t i m e ,  a g g r e g a t e  d a t a  

makes i t  v e r y  c l e a r  t h a t  c o n c e s s i o n a l  donor  a s s i s t a n c e  

p r o v i d e d  o n l y  a  f r a c t i o n  of  t h e  c a p i t a l  f o r  p r i v a t e  s e c t o r  

i n i t i a t i v e s  i n  d e v e l o p i n g  c o u n t r i e s  o v e r  t h e  p a s t  s e v e r a l  

y e a r s :  

I t  is d i f f i c u l t  to  c a l c u l a t e  t h e  magni tude  of  
e x t e r n a l  f i n a n c i n g  f o r  i n d u s t r i a l  deve lopment  
i n  t h e  T h i r d  World s i n c e  c u r r e n t  d a t a  a r e  
i n c o m p l e t e  w i t h  r e s p e c t  to t h e  s e c t o r a l  
breakdown,  b u t  based on t h e  i n f o r m a t i o n  
a v a i l a b l e . .  . . [TI  o t a l  e x t e r n a l  f  i n a n c i n q  t o  
T h i r d  World i n d u s t r y  i n  1978 was on t h e  o r d e r  
of  $16 b i l l i o n ;  some $14 b i l l i o n  of t h i s  was 
t o  m a n u f a c t u r i n g .  

The b u l k  of t h e s e  f l o w s  came from p r i v a t e  
s o u r c e s .  During t h e  5 y e a r s ,  1974-78, ODA 
[ O f f i c i a l  Development A s s i s t a n c e ]  d o u b l e d ,  



r e a c h i n g  $1.2 b i l l i o n  i n  1978,  b u t  non- 
c o n c e s s i o n a l  f i n a n c e  r o s e  n e a r l y  f o u r - f o l d . *  

When c o u n t r y  l e v e l  d a t a  a r e  c o n s i d e r e d ,  it is c l e a r  t h a t  even  

t h e  non-concess iona l  a s s i s t a n c e  p rov ided  by donor  o r g a n i z a -  

t i o n s  n e i t h e r  r e a c h e s  a  m a j o r i t y  of t h e  b u s i n e s s e s  i n  d e v e l -  

op ing  c o u n t r i e s ,  nor  does  i t s  absence  a p p e a r  t o  d e t e r m i n e  o r  

c o n s t r a i n  t h e  e x t e n t  of  t h e i r  a c t i v i t i e s .  

The manner i n  which A I D  and o t h e r  o r g a n i z a t i o n s  a s s i s t e d  

d e v e l o p i n g  c o u n t r y  e n t e r p r i s e s  i n  s e c u r i n g  i n v e s t m e n t  c a p i t a l  

h a s  t a k e n  a  v a r i e t y  o f  forms ,  none of  which a p p e a r  t o  have 

p a i d  p a r t i c u l a r  a t t e n t i o n  to  mee t ing  t h e  working c a p i t a l  n e e d s  

o f  t h e s e  same e n t e r p r i s e s .  The ma jo r  forms of  c a p i t a l  a s s i s -  

t a n c e  o v e r  t h e  y e a r s  have been l o a n  and g u a r a n t e e  programs.  

I n  t h i s  s e c t i o n ,  t h e s e  forms t o g e t h e r  w i t h  s e v e r a l  o t h e r  

a r r a n g e m e n t s  f o r  p r o v i d i n g  c a p i t a l  a r e  examined,  i n c l u d i n g :  

0 D i r e c t  l o a n s ,  i n  U.S. d o l l a r s ;  

0 Cooley l o a n s ,  u s ing  PL 480 r e s o u r c e s ;  

Co-f i n a n c i n g  ; 

0 Lending th rough  i n t e r m e d i a t e  i n s t i t u t i o n s  ; 

0 Guaran tee  programs ; 

0 V e n t u r e s  i n v o l v i n g  e q u i t y  p a r t i c i p a t i o n  

(1) D i r e c t  Loans 

A s  some of t h e  r ev iews  of A I D  l e n d i n g  programs u n d e r t a k e n  i n  

t h e  p a s t  s e v e r a l  months have s u g g e s t e d ,  A I D  h a s  tended  t o  l e n d  

d i r e c t l y  o n l y  when t h e  amounts  i n v o l v e d  were r e l a t i v e l y  l a r g e .  

Loans t o  p r i v a t e  companies ,  which a r e  d i s c u s s e d  i n  a  r e c e n t  

* 
Helmut F u h r e r ,  "The I n d u s t r i a l i z a t i o n  of  t h e  T h i r d  World, " i n  

t h e  OECD O b s e r v e r ,  J a n u a r y  1980,  p. 25 .  



paper  p repa red  in  t h e  L a t i n  America b u r e a u ,  " i n c l u d e d  examples  

of  s u c c e s s f u l  p r o j e c t s  wi th  i n d i v i d u a l  f i r m s ,  and some h i g h l y  

v i s i b l e  f a i l u r e s ,  most of which were due t o  t h e  d e g r e e  o f  

e x p e r i e n c e  and commitment of t h e  p r i v a t e  i n v e s t o r s  on whose 

judgment.. . A I D  r e l i e d ,  a s  w e l l  a s  t o  t h e  d e g r e e  o f  c a p i t a l i -  

z a t i o n  of t h e  a c t i v i t y .  " *  

Fol lowing a  d i s c u s s i o n  which i n c l u d e s  c a s e  d e s c r i p t i o n s  of 

s e v e r a l  of t h e  more memorable f a i l u r e s ,  t h e  pape r  r e a c h e s  t h e  

f o l l o w i n g  c o n c l u s i o n s  conce rn ing  A I D ' S  involvement  i n  d i r e c t  

l e n d i n g  to i n d u s t r y :  

[I] t does  n o t  a p p e a r  t h a t  t h e  Uni ted  S t a t e s  
ach ieved  much i n  t h e  way of long-term i n s t i -  
t u t i o n a l  b e n e f i t s  under  t h e  d i r e c t  l e n d i n g  
program. Moreover,  t h e  program was v e r y  
s t a f f  i n t e n s i v e  compared to t h e  l e v e l  of 
r e s o u r c e  f low,  p a r t i c u l a r l y  i n  c o n n e c t  ion  
w i t h  t h o s e  problem p r o j e c t s  which e x p e r i e n c e d  
repayment  d i f f i c u l t i e s ,  and it r e q u i r e d  a  
s t a f f  w i t h  v e r y  s p e c i a l i z e d  s k i l l s .  On t h e  
o the r  hand, an i m p o r t a n t  purpose  of t h e  DFL 
[Development Loan Fund] was to t r a n s f e r  
r e s o u r c e s ,  which i t  d i d .  I t  may be s a i d ,  i n  
a d d i t i o n ,  t h a t  t h e  c r e a t i o n  of s t r o n g  p r i v a t e  
sector e n t i t i e s  d i d  r e s u l t  i n  i n s t i t u t i o n a l  
b e n e f i t s  t o  t h e  h o s t  c o u n t r i e s .  T h i s  
c e r t a i n l y  h a s  been t rue i n  t h e  c a s e  of  
Hyundai C o n s t r u c t i o n ,  f o r  example,  a  s m a l l  
Korean company which came t o  t h e  DFL f o r  
a s s i s t a n c e  i n  1959  and c u r r e n t l y  h a s  s a l e s  i n  
e x c e s s  of $2 b i l l i o n  p e r  year .**  

( 2 )  "Cooley Loans" 

By r e p u t a t i o n ,  "Cooley l o a n s , "  which were made u s i n g  t h e  

f o r e i g n  c u r r e n c i e s  g e n e r a t e d  under PL 480 T i t l e  I s a l e s  

* 
Gary M. Win te r ,  LAC/GC, " P r i v a t e  S e c t o r  Development -- AID'S 

P r i o r  E x p e r i e n c e , "  2/16/82, 
* * 

W i n t e r ,  op. c i t .  



agreemen t s ,  were more s u c c e s s f u l  t han  t h e  d o l l a r  l o a n  programs 

i n  which A I D  was i n v o l v e d .  N o  hard e v i d e n c e  e x i s t s  to s u p p o r t  

t h i s  c o n t e n t i o n ,  and Win te r  s u g g e s t s  t h a t  t h i s  program, l i k e  

t h e  DFL, had i ts  s u c c e s s e s  and its f a i l u r e s .  N e v e r t h e l e s s ,  

A I D  s t a f f  who have e x p e r i e n c e  w i t h  t h e s e  l o c a l  c u r r e n c y  l o a n s  

p e r c e i v e  them a s  be ing  more s u c c e s s f u l .  S e v e r a l  f a c t o r s  may 

p e r t a i n  to t h i s  p e r c e p t i o n  i n c l u d i n g  t h e  l o c a l  c h a r a c t e r  of  

t h e  program, f a m i l i a r i t y  w i t h  t h e  b u s i n e s s e s  to which l o a n s  

were b e i n g  made and t h e  p r e s e n c e  of  i n d i v i d u a l s  i n  t h e  

M i s s i o n s  who had s k i l l s  i n  t h i s  a r e a  and a " f e e l i n g  f o r "  t h e  

l o c a l  b u s i n e s s  community. No new "Cooley l o a n s "  have been  

made i n  t h e  p a s t  s e v e r a l  y e a r s ,  and t h e  h i s t o r i c a l  d a t a  on 

t h i s  program and on d i r e c t  d o l l a r  l o a n s  is i n s u f f i c i e n t  t o  

make e i t h e r  c a s e  c o n v i n c i n g l y .  Y e t ,  l i k e  t h e  d o l l a r  l o a n  

program, t h e s e  l o a n s  were r e p o r t e d  t o  have r e q u i r e d  a  good 

d e a l  of s p e c i a l i z e d  s t a f f  time -- s t a f f  l e v e l s  and s p e c i a l i z e d  

s k i l l s  t h a t  A I D  is n o t  l i k e l y  t o  see i n  t h e  1980s .  

( 3 )  Co-Financinq  

Co- f inanc ing  a r r a n g e m e n t s ,  i n  which AID j o i n s  wi th  a n o t h e r  

i n s t i t u t i o n  i n  a  program t h a t  makes l o a n s  t o  e n t e r p r i s e s ,  

p r e s e n t  a  less s t a f f  i n t e n s i v e  means f o r  p r o v i d i n g  t h e  t y p e  of  
c r e d i t  t h a t  d i r e c t  d o l l a r  l o a n  programs and "Cooley l o a n s "  

s o u g h t  to  p r o v i d e .  The d i f f e r e n c e  l i e s  i n  t h e  f a c t  t h a t  w h i l e  

A I D  p r o v i d e s  c a p i t a l  to such  a r r a n g e m e n t s ,  it d o e s  n o t  neces -  

s a r i l y  need t o  be invo lved  i n  t h e  a p p r a i s a l  and m o n i t o r i n g  of 

e v e r y  sub- loan  made by its p a r t n e r .  I n  a d d i t i o n ,  t h i s  pro-  

gram, u n l i k e  more d i r e c t  l o a n  programs,  t e n d s  to  b u i l d  an  

i n s t i t u t i o n a l  c a p a c i t y  w i t h i n  t h e  p a r t n e r  i n s t i t u t i o n .  Pe r -  

haps  t h e  b e s t  example of  c o - f i n a n c i n g  is to  be found i n  t h e  

L a t i n  America Bureau ' s  LAAD program, which h a s  been h e a v i l y  

invo lved  i n  a g r i - b u s i n e s s  l o a n s  t h a t  n o t  o n l y  t r a n s f e r  



r e s o u r c e s ,  b u t  a l s o  h e l p  t o  d e v e l o p  l i n k a g e s  between b u s i -  

n e s s e s  and t h e  a g r i c u l t u r a l  s e c t o r .  * 

The key t o  d e v e l o p i n g  s u c c e s s f u l  c o - f i n a n c i n g  a r r a n g e m e n t s  

a p p e a r s  to l i e  i n  i d e n t i f y i n g  a  r e s p o n s i b l e  i n s t i t u t i o n  t h a t  

can  a c t  as A I D ' S  p a r t n e r  i n  t h i s  t y p e  of l e n d i n g  program. I n  

t h e  LAAD c a s e ,  A I D  h a s  n o t  o n l y  found an i n s t i t u t i o n  it can 

work w i t h  from a  f i n a n c i a l  p e r s p e c t i v e ,  it has  found one t h a t  

t a k e s  a  p r o a c t i v e  s t a n c e  w i t h  r e s p e c t  t o  t h e  t y p e s  of b u s i -  

n e s s e s  it f i n a n c e s ,  i . e . ,  ones  which a p p e a r  to be i n v o l v i n g  

s m a l l  f a r m e r s  and s m a l l  e n t r e p r e n e u r s  in  t h e  marke t  a s  

s u p p l i e r s  f o r  medium s i z e  f i r m s .  

( 4 )  I n t e r m e d i a r y  Lending I n s t i t u t i o n s  

Another  t y p e  of program,  s imi lar  i n  some ways t o  c o - f i n a n c i n g  

a r r a n g e m e n t s ,  h a s  i n v o l v e d  t h e  e s t a b l i s h m e n t  of  deve lopment  

banks  and o t h e r  t y p e s  of  l e n d i n g  i n s t i t u t i o n s .  More e x p l i -  

c i t l y  i n s t i t u t i o n  b u i l d i n g  i n  c h a r a c t e r  t h a n  c o - f i n a n c i n g  

a r r a n g e m e n t s ,  t h e s e  programs have t h e  d e s i r a b l e  f e a t u r e  of  

f a i r l y  low AID s t a f f  involvement  wi th  s p e c i f i c  t r a n s a c t i o n s .  

I n  commenting on A I D ' s  e x p e r i e n c e  w i t h  development  b a n k s ,  

c r e d i t  u n i o n s  and o t h e r  i n t e r m e d i a t e  c r e d i t  i n s t i t u t i o n s ,  t h e  

W i n t e r  p a p e r  n o t e s  t h a t :  

A I D ' s  s u p p o r t  t o  t h e s e  i n s t i t u t i o n s  h a s  been 
g e a r e d  t o  e n s u r e  t h a t  w i t h  t ime t h e  banks  
would be a b l e  t o  d e m o n s t r a t e  t h e i r  v i a b i l i t y  
and p r o f i t a b i l i t y  i n  such a  manner a s  t o  
a t t r a c t  o t h e r  f i n a n c i n g  and e v e n t u a l l y  become 
s e l f - s u s t a i n i n g ,  f i n a n c i a l l y  i n d e p e n d e n t  
i n s t i t u t i o n s .  P r a c t i c a l l y  a l l  AID l o a n s  t o  
deve lopment  banks have been accompanied by 

* 
An example of t h e  type  of  e n t e r p r i s e s  t h a t  LAAD is d e v e l o p i n g  

is p r e s e n t e d  i n  t h e  n e x t  s e c t i o n  of  t h i s  p a p e r .  





which s u g g e s t  t h a t  programs of t h i s  sort may be too s t a f f  

i n t e n s i v e  f o r  A I D ,  g i v e n  its c u r r e n t  p e r s o n n e l  p r o j e c t i o n s :  

With a  s t a f f  o f  388 ,  t h e  IFC approved a  t o t a l  of  56 
p r o j e c t s  i n  1981. The a v e r a g e  s i z e  o f  e a c h  i n v e s t -  
ment was $2.2 m i l l i o n :  

I n  1981,  t h e  IFC i n d i c a t e d ,  r o u g h l y  50 p e r c e n t  of  its 
i n v e s t m e n t s  were made i n  t h e  r e l a t i v e l y  p o o r e r  
c o u n t r i e s  -- which,  when' i n v e r t e d ,  s u g g e s t s  t h a t  t h e  
IFC s t a f f  is q u i t e  o f t e n  working wi th  r e l a t i v e l y  
s o p h i s t i c a t e d  c o u n t r i e s  and e n t r e p r e n e u r s .  

While A I D  h a s ,  upon o c c a s i o n ,  become invo lved  i n  v e n t u r e s  t h a t  

i n v o l v e  a  d e g r e e  of e q u i t y  p a r t i c i p a t i o n  such  as t h e  

P h i l i p p i n e  P r i v a t e  Development C o r p o r a t i o n ,  t h e  i d e a  of  e q u i t y  

p a r t i c i p a t i o n  i n  f i r m s  o v e r s e a s  g e n e r a l l y  r a i s e s  c o n c e r n s  

among A I D  s t a f f  members. N a t i o n a l i z a t i o n  is f i r s t  on t h e  l i s t  

o f  such  c o n c e r n s .  I n  a d d i t i o n ,  o t h e r  q u e s t i o n s  t e n d  to be 

r a i s e d  i n  c o n j u n c t i o n  w i t h  t h i s  t ype  of  approach ,  i .e.  : 

Q u e s t i o n s  a b o u t  how A I D  would respond i n  s i t u a t i o n s  
where it was c l e a r  t h a t  a f i r m  would g o  unde r  u n l e s s  
m a j o r  a d d i t i o n a l  d o s e s  o f  c a p i t a l  and t e c h n i c a l  
a s s i s t a n c e  were added to  t h e  o r i g i n a l  i n v e s t m e n t ;  

Q u e s t i o n s  a b o u t  how A I D ,  a s  a  s t o c k h o l d e r ,  migh t  
respond t o  s i t u a t i o n s  i n  which t h e  b u s i n e s s  p r a c t i c e s  
o f  t h e  l o c a l  managers  were found to be q u e s t i o n a b l e ;  
and 

Q u e s t i o n s  a b o u t  p o t e n t i a l  c o n f l i c t s  of  i n t e r e s t  
between f i r m s  i n  which A I D  had an e q u i t y  p o s i t i o n  and 
h o s t  government  p o l i c i e s ,  e . g . ,  where changes  i n  
p o l i c i e s  o r  r e g u l a t o r y  p r a c t i c e s  would a d v e r s e l y  
a f f e c t  t h e  f i r m s '  o p e r a t i o n s  and i ts  p r o f i t s .  



POSITIVE PRIVATE SECTOR PERFORMANCE 

The pe r fo rmance  o f  p r i v a t e  e n t e r p r i s e ,  b e  i t  o n e  f i r m  or t h e  

c o l l e c t i v e  e f f e c t s  o f  many f i r m s  on  a d e v e l o p i n g  c o u n t r y ' s  

economy, i s  a n  e l e m e n t  o f  a  program to  f o s t e r  p r i v a t e  s e c t o r  

i n i t i a t i v e s  t h a t  A I D  s h o u l d  c o n s i d e r  a t  t h e  b e g i n n i n g  o f  i ts  

e f f o r t ,  r a t h e r  t h a n  w a i t i n g  u n t i l  i t  h a s  a l r e a d y  s e t  i n  mot ion  

a  series o f  a c t i v i t i e s .  From t h e  p e r s p e c t i v e  o f  any d e v e l o p  

ment  agency ,  t h e  t y p e  and q u a l i t y  o f  f i r m s ,  a s  w e l l  a s  t h e i r  

number and f i n a n c i a l  s u c c e s s ,  a r e  i m p o r t a n t  m a t t e r s .  I n  

c h o i c e  s i t u a t i o n s ,  f i r m s  t h a t  have v i s i b l e  deve lopment  

b e n e f i t s  may be  p r e f e r a b l e  to  t h o s e  which d o  l i t t l e  t o  b r i n g  

l a r g e  numbers o f  p e o p l e  i n t o  t h e  m a r k e t  ecomony i n  p r o d u c t i v e  

and r eward ing  ways. The p u r p o s e  o f  t h i s  s e c t i o n  o f  t h e  p a p e r  

is t o  examine s e v e r a l  p r i v a t e  s e c t o r  v e n t u r e s  which have  had 

v i s i b l e  deve lopment  b e n e f i t s  and to  c o n s i d e r  t h e  ways i n  which 

A I D  m i g h t  examine  t h e  s u c c e s s  o r  f a i l u r e  o f  e x i s t i n g  p r i v a t e  

s e c t o r  programs o r  t h o s e  i t  d e v e l o p s  i n  t h e  f u t u r e .  

A. VISIBLE DEVELOPMENT BENEFITS FRCM PRIVATE ENTERPRISE 

The o r i g i n s  o f  s u c c e s s f u l  b u s i n e s s e s ,  e i t h e r  i n  f i n a n c i a l  

t e r m s  o r  i n  t e r m s  o f  t h e  deve lopment  b e n e f i t s  t h e y  g e n e r a t e  

t h r o u g h  t h e i r  mode o f  o p e r a t i o n ,  a re  ha rd  t o  p r e d i c t .  I n  o n e  

case we w i l l  f i n d  t h a t  t h e  p e r s o n  who s t a r t e d  t h e  b u s i n e s s  was 

from a  r i c h  f a m i l y ,  i n  o t h e r  c a s e s  t h i s  w i l l  n o t  b e  t r u e . *  

Sometimes t h e  p r i v a t e  s e c t o r  v e n t u r e s  w i t h  h i g h l y  v i s i b l e  

deve lopmen t  b e n e f i t s  w i l l  have been s t a r t e d  w i t h  f u n d s  

* 
David S t e i n b e r g  h a s  p o i n t e d  o u t  i n  "The Economic Development 

o f  Korea: S u i  G e n e r i s  o r  Gener ic?" ,  A I D  E v a l u a t i o n  S p e c i a l  
S t u d y  No.  6, t h a t  a  Harvard S t u d y  o f  Korean deve lopmen t  found 
t h a t  t h e  e n t r e p r e n e u r i a l  class is " i n  t h e  main composed o f  
d e s c e n d a n t s  o f  fo rmer  e l i t e  g r o u p s , "  p.  10. 



s u p p l i e d  by a  development  o r g a n i z a t i o n ;  i n  o t h e r  c a s e s  m u l t i -  

n a t i o n a l  c o r p o r a t i o n s  w i l l  be i n v o l v e d .  Pe rhaps  t h e  most 

u s e f u l  o b s e r v a t i o n  is t h a t  s t e r e o t y p e s  a r e n ' t  v e r y  h e l p f u l :  

S u c c e s s  h a s  t o  be looked a t  on a  c a s e  by c a s e  b a s i s .  

Among t h e  most i n t e r e s t i n g  " s u c c e s s  models"  from A I D ' S  p e r -  

s p e c t i v e  a r e  p r i v a t e  s e c t o r  v e n t u r e s  which r e a c h  backward i n t o  

s m a l l  communit ies  t o  form s u p p l y  ne tworks  t h a t  s u p p o r t  some- 

what l a r g e r  b u s i n e s s e s .  I n  s e v e r a l  i n s t a n c e s  t h i s  t y p e  of 

l i n k a g e  h a s  been e s t a b l i s h e d  when f i r m s  p r o v i d e d  g u a r a n t e e d  

m a r k e t s  f o r  s m a l l e r  e n t e r p r i s e s .  T h i s  t y p e  of  l i n k a g e  h a s  

been e s t a b l i s h e d  by f i r m s  working i n  m a n u f a c t u r i n g  a s  w e l l  a s  

i n  a g r i b u s i n e s s  v e n t u r e s .  

The s t o r y  of S e a r s  i n  P e r u ,  which deve loped  g u a r a n t e e d  m a r k e t s  

f o r  s m a l l  m a n u f a c t u r i n g  e n t e r p r i s e s ,  was r e p o r t e d  by t h e  

Harvard B u s i n e s s  Review i n  its a r t i c l e  on L a t i n  American 

i n v e s t m e n t s  : 

The p r imary  r e a s o n  f o r  S e a r s '  s u c c e s s  i n  
o p e r a t i o n s  is i ts  v a s t  program t o  d e v e l o p  
l o c a l  i n d u s t r y .  When t h e  company opened its 
f i r s t  s t o r e  i n  1955,  20% of  t h e  merchand i se  
was bought  l o c a l l y  whereas 80% was impor ted .  
Today ( 1 9 7 3 )  90% is l o c a l  and 10% is i m -  
p o r t e d .  S e a r s  now buys from 900 l o c a l  
s o u r c e s .  While P e r u v i a n  i n d u s t r y  h a s  come a  
l o n g  way on i t s  own d u r i n g  t h e  l a s t  :5 y e a r s ,  
S e a r s  is r e c o g n i z e d  a s  having  a c t u a l l y  he lped  
to  d e v e l o p  l o c a l  s u p p l i e r s  .... R o b e r t  
M c I n t i r e ,  t h e  company p r e s i d e n t ,  e s t i m a t e s  
t h a t  a b o u t  400 l o c a l  companies  were founded 
d i r e c t l y  on t h e  b a s i s  of  S e a r s '  g u a r a n t e e  of  
m a r k e t s .  I t  o f f e r s  t e c h n i c a l  a i d ,  a d v i c e  
a b o u t  raw m a t e r i a l  p u r c h a s e s ,  and c o n t r a c t  
g u a r a n t e e s  which h e l p  i n  o b t a i n i n g  f i n a n c i n g .  
The company does  n o t  own s t o c k  i n  any l o c a l  
s u p p l i e r s . *  

* 
Harvard B u s i n e s s  Review, op. c i t . ,  p. 80 .  



A I D ' S  E v a l u a t i o n  S p e c i a l  Study No. 4 ,  The S o c i a l  Impact o f  

A g r i b u s i n e s s :  A Case S tudy  o f  ALCOSA i n  Guatemala p r o v i d e s  a n  

a g r i c u l t u r a l  example o f  t h e  g u a r a n t e e d  marke t  approach  and i ts  

p o s i t i v e  e f f e c t s .  T h i s  p r o j e c t ,  which r e c e i v e d  p a r t  o f  i t s  

f i n a n c i n g  t h r o u g h  LAAD d e  Cen t roamer ica ,  p r o v i d e d  g u a r a n t e e d  

m a r k e t s  t o  v e g e t a b l e  f a r m e r s .  The e v a l u a t i o n  s t u d y  found t h a t  

t h e  p r o j e c t  had s t r o n g  i n i t i a l  impac t s  o n  p r o d u c t i o n  and on  

income. T h i s  b a s i c  se t  o f  e f f e c t s  was found t o  c o n t i n u e  o v e r  

t ime.  A t  t h e  same t ime ,  t h e  e v a l u a t i o n  p o i n t e d  o u t  t h a t  man- 

agement  d e c i s i o n s  which e f f e c t  p roduce  s u p p l i e r s  c a n  r e v e r s e  

e a r l y  p o s i t i v e  e f f e c t s ,  e . g . ,  changes  i n  buying p r o c e d u r e s  

between 1977 and 1980 had r e s u l t e d  i n  n e t  l o s s e s  f o r  some o f  

t h e  f a r m e r s  invo lved  i n  t h e  ALCOSA scheme, though  n o t  a l l  o f  

t h e  p a r t i c i p a n t s  were a f f e c t e d  i n  t h i s  manner.  

O t h e r  c a s e s  a r e  d i s c u s s e d  i n  a  s t u d y  by Development A l t e r n a -  
t i v e s ,  Inc. The W I  s t u d y ,  which focused  o n  A f r i c a ,  examined 

t h r e e  " c o r p o r a t e  development  p r o j e c t s "  -- e n t e r p r i s e s  t h a t  had 

what migh t  b e  c a l l e d  v i s i b l e  development  b e n e f i t s .  One, i n -  

v o l v i n g  Cadbury, i nvo lved  f a r m e r s  i n  a  tomato  p r o d u c t i o n  

scheme a long  t h e  l i n e s  o f  t h e  ALCOSA p r o j e c t .  The o t h e r  two 
c a s e s  invo lved  t h e  B r i t i s h  American Tobacco Company and S h e l l -  

BP. From t h e  S h e l l  c a s e  WI t o o k  a s e t  o f  " G u i d e l i n e s  f o r  

Project Design" t h a t  o f f e r  s o m e  i m p o r t a n t  i n s i g h t s  i n t o  t h e  
way t h a t  p r i v a t e  s e c t o r  f i r m s  v iew v e n t u r e s  o f  t h i s  t y p e :  

The g u i d e l i n e s  f o r  t h e  d e s i g n  o f  t h e  Uboma 
[ N i g e r i a ]  p r o j e c t  came from S h e l l ' s  e x p e r i -  
ence  i n  o t h e r  c o u n t r i e s ,  i n  p a r t i c u l a r  i t s  
r u r a l  development  p r o j e c t  a t  Borgo a  Mozzano 
i n  I t a l y .  Among t h e  f a c t o r s  S h e l l  had 
i d e n t i f i e d  as i m p o r t a n t  f o r  s u c c e s s  were: 

- t h e  p r o j e c t  must b e l o n g - t e r m ,  f o r  a  
crash program o v e r  a s h o r t e r  p e r i o d  o f  
t i m e  w i l l  a l m o s t  c e r t a i n l y  f a i l  t o  
p roduce  permanent  r e s u l t s ;  



- t h e  p r o j e c t  a r e a  shou ld  b e  one  t h a t  is  
manageable,  t h a t  is, o n e  i n  which a l l  
f a m i l i e s  c a n  b e  r eached  i n  a  few h o u r s ;  
i n  a d d i t i o n ,  S h e l l  e s t i m a t e d  t h a t  o n e  
f i e l d  worker  ( p l a y i n g  a  c a t a l y t i c  r o l e )  
c a n  h a n d l e  10,000-15,000 p e o p l e ;  

- t h e  q u a l i t y  o f  f i e l d  p e r s o n n e l  is  c r i t -  
i c a l ;  t h e y  must  have  backgrounds  i n  
a g r i c u l t u r a l  economics,  s o c i o l o g y  and 
psycho logy  and t e c h n i c a l  e x p e r t i s e  which 
c a n  b e  used t o  s o l v e  s m a l l  f a rmer  
p rob lems ;  t h e  f i e l d  p r o j e c t  manager 
s h o u l d  b e  a h o s t  c o u n t r y  n a t i o n a l ,  though 
a n s w e r a b l e  t o  someone who can  p r o v i d e  
s u p e r v i s i o n  and l i n k s  w i t h  o u t s i d e  
e x p e r t s  ; 

- an  i n i t i a l  soc ioeconomic  s u r v e y  i s  e s s e n -  
t i a l ,  and s h o u l d  b e  conducted  i n  a  
r e a s o n a b l e  amount o f  t i m e  ( t e n  months) :  a  
s h o r t e r  p e r i o d  w i l l  n o t  c a p t u r e  enough o f  
t h e  fa rming c a l e n d a r ,  and a  l o n g e r  p e r i o d  
may l e a d  t o  f r u s t r a t i o n  on t h e  p a r t  o f  
t h e  community and p r o j e c t  s t a f f ;  the 
s u r v e y  is  n e c e s s a r y  a s  a p l a n n i n g  docu- 
m e n t  and f o r  e v a l u a t i o n  p u r p o s e s  -- t o  
measure  o v e r a l l  s o c i a l  and economic 
changes  i n  t h e  a r e a ;  and 

- t h e  p r o j e c t  a c t i v i t i e s  s h o u l d  b e  d i r e c t e d  
i n i t i a l l y  a s  s i m p l e  problems which a r e  
e a s i l y  s o l v e d ;  more complex problems c a n  
b e  t a c k l e d  a s  t h e  l o c a l  p o p u l a t i o n  g a i n s  
con£ i d e n c e .  

I n  a d d i t i o n  t o  t h e  above,  a n  u n d e r l y i n g  
a s s u m p t i o n  o f  t h e  S h e l l  a p p r o a c h  i s  t h a t  
p e o p l e  w i l l  b e g i n  t o  t a k e  t h e  i n i t i a t i v e  i n  
i d e n t i f y i n g  and s o l v i n g  t h e i r  own problems i f  
t h e y  a r e  invo lved  i n  t h e  p r o c e s s  from t h e  
o u t s e t  and p rov ided  w i t h  t i m e l y  t e c h n i c a l  
a d v i c e . *  

* 
E l l i o t t  R. Morss e t  d l . ,  S t r a t e g i e s  f o r  Smal l  Farmer 

Development: An E m p i r i c a l  S t u d y  o f  R u r a l  Development 
P r o ' e c t s .  Washington ,  D. C. : Development A 1  t e r n a t i v e s ,  Inc . ,  t 1 9  5, Volume 2, pp. F45-46.  



While  i n  many ways t h e  S h e l l  p r o j e c t  c l o s e l y  r e s e m b l e s  a n  A I D  

funded  r u r a l  deve lopment  p r o j e c t ,  i t  i s  also a  p r o f i t - o r i e n t e d  

inves tmen t .  I n d i c a t i v e  o f  t h e  p o t e n t i a l  f o r  p r o f i t  i n  t h e  

s i t u a t i o n  is S h e l l ' s  r e p o r t  o f  a n  e s t i m a t e d  f ive - to -one  r e t u r n  

i n  n e t  income g e n e r a t e d  i n  Uboma o v e r  t h e  Shel l -BP i n v e s t m e n t  

o f  t e c h n i c a l  a s s i s t a n c e  f u n d s  ( a b o u t  $220 ,000) .  W h i l e  t h i s  

r e t u r n  may n o t  a c c r u e  d i r e c t l y  to  S h e l l ,  s u c h  p r o j e c t s  t e n d  t o  

b e  u n d e r t a k e n  when f i r m s  c a n  see a  long- te rm f i n a n c i a l  o r  

p u b l i c  r e l a t i o n s  g a i n  which w i l l  a c c r u e ,  i n  p a r t ,  to t h e  

o r i g i n a l  s p o n s o r s .  

I n  a d d i t i o n  to  t h e  deve lopment  o f  l i n k a g e s  be tween a g r i c u l t u r e  

and small e n t e r p r i s e s ,  employment i n  f i r m s  i n  t h e  d e v e l o p i n g  

c o u n t r i e s  n e e d s  t o  b e  coun ted  as a d i r e c t  deve lopmen t  b e n e f i t .  

I n  t h e  H a r b r i d g e  House s t u d y  o f  20 OPIC g u a r a n t e e s ,  t h e  

employment i m p a c t  o f  f i r m s  a s  w e l l  a s  t h e i r  impac t  o n  s u p p l i e r  

i n d u s t r i e s  was examined. I n  cases t h a t  r a n g e  from e n g i n e  prc- 

d u c t i o n  to  s p e c i a l i z e d  g l a s s  work, t h e  j o i n t  v e n t u r e s  i n  

d e v e l o p i n g  c o u n t r i e s  were found t o  be  s i g n i f i c a n t l y  more 

l a b o r - i n t e n s i v e  t h a n  t h e  p a r e n t  companies  i n  t h e  U.S .  

The d e g r e e  to  which f i r m s  a r e  l a b o r - i n t e n s i v e  i n  t h e i r  produc-  

t i o n  p r o c e s s e s ,  and  t h e  o v e r a l l  l e v e l  o f  employment a s s o c i a t e d  

w i t h  e n t e r p r i s e ,  i s  a  b a s i c  c o n c e r n  o f  AID-funded s m a l l  e n t e r -  

p r i s e  p r o j e c t s .  It i s  a l s o  c o n s i d e r e d  t o  b e  a good i n d i c a t o r  

o f  deve lopment  payof f  from e n t e r p r i s e  i n  s t u d i e s  t h a t  examine 

a g g r e g a t e  d a t a  o n  d e v e l o p i n g  economies.  W h i l e  a  v a r i e t y  o f  

A I D  s t u d i e s  have p o i n t e d  to  t h e  employment impac t  o f  sma l l -  

e n t e r p r i s e  programs,  a  r e c e n t  World Bank s t u d y  h a s  c a l l e d  

a t t e n t i o n  to t h e  f a c t  t h a t  when t h e s e  s m a l l  b u s i n e s s e s  b e g i n  

t o  grow t h e y  g e n e r a t e  even  more employment. A s s o c i a t e d  w i t h  

changes  i n  f  inn s i z e  i n  Korea and Taiwan was a s u b s t a n t i a l  

i n c r e a s e  i n  o v e r a l l  employment i n  m a n u f a c t u r i n g  . I n  Korea,  

f a c t o r y  employment i n  m a n u f a c t u r i n g  was 748,307 i n  1968 and 



1 ,42O, l44  i n  1975.  A d o u b l i n g  o f  m a n u f a c t u r i n g  employment was 

a l s o  found i n  Taiwan, which employed 566 ,213  p e o p l e  i n  manu- 

f a c t u r i n g  i n  1966 and 1,170,179 i n  1971.*  T h i s  is n o t  to s a y  

t h a t  e v e r y  s m a l l  b u s i n e s s  w i l l ,  o r  even  s h o u l d ,  become l a r g e r  

f o r  t h e  s a k e  o f  employment g e n e r a t i o n  -- b u t  i t  d o e s  s a y  t h a t  

b u s i n e s s  g rowth  i n  g e n e r a l  w i l l  t e n d  t o  y i e l d  deve lopmen t  

b e n e f i t s  v i a  t h e  income t h a t  comes w i t h  t h e  p r e s e n c e  o f  more 

j o b s  . 
W h i l e  A I D  may n o t  b e  i n  a  p o s i t i o n  t o  d i r e c t l y  i n f l u e n c e  t h e  

d e g r e e  to  which f i r m s  d e v e l o p  l o c a l  s o u r c e s  o f  s u p p l i e s  or t h e  

number o f  j o b s  t h e y  g e n e r a t e ,  t h e r e  a r e  s e v e r a l  ways i n  which 

a c t i o n s  A I D  t a k e s  c a n  i n f l u e n c e  t h e s e  a s p e c t s  o f  p r i v a t e  

e n t e r p r i s e  deve lopmen t .  The f i r s t  a r e a  where A I D  may b e  a b l e  

t o  i n f l u e n c e  t h e  way i n  which p r i v a t e  e n t e r p r i s e  d e v e l o p s  is 

t h e  p o l i c y  a r e a .  A s  cases d i s c u s s e d  i n  t h i s  paper have  sug- 

g e s t e d ,  some p o l i c i e s  w i l l  t e n d  t o  p r o v i d e  m a r k e t  i n c e n t i v e s  

f o r  b u s i n e s s  t o  use  l o c a l  resources and to  p r e f e r  l a b o r -  

i n t e n s i v e  a p p r o a c h e s  where l a b o r  i s  a v a i l a b l e  and t h e  wage 

r a t e s  are  n o t  pegged above  a  l e v e l  where l a b o r  is c h e a p e r  t h a n  

machines .  A second a r e a  where A I D  c a n  e x e r t  a n  i n f l u e n c e  is 

i n  i ts  role  as a  s u p p l i e r  o f  examples  and models :  t h e  s i m p l e  

t a s k  o f  c o l l e c t i n g  and s h a r i n g  examples  o f  d e v e l o p m e n t a l l y  

b e n e f i c i a l  e n t e r p r i s e s  w i t h  l o c a l  f i n a n c i a l  i n s t i t u t i o n s ,  

e n t r e p r e n e u r s ,  t h e  U.S. embassy and o t h e r s  who are i n  c o n t a c t  

w i t h  U.S. b u s i n e s s ,  e t c . ,  c a n  b e  a n  i m p o r t a n t  f o c u s  i n  M i s s i o n  

" b r o k e r i n g "  e f f o r t s .  

* 
Sam P. S. Ho, Smal l -Sca le  E n t e r p r i s e s  i n  Korea and Taiwan, 

World Bank S t a f f  Working Pape r  No. 384,  Washington,  The World 
Bank, 1980,  p. 28. 



B. ASSESSING THE IMPACT OF PRIVATE ENTERPRISE PROGRAMS 

In  t h e  c o u r s e  o f  p l a n n i n g  a p p r o a c h e s  f o r  f o s t e r i n g  p r i v a t e  

e n t e r p r i s e  deve lopment ,  and l a t e r  when i t  comes t i m e  t o  eva lu -  

a te  programs begun o v e r  t h e  n e x t  few y e a r s ,  A I D  w i l l  need t o  

c o n s i d e r  t h e  o b j e c t i v e s  o f  s u c h  programs and ways o f  measu r ing  

t h e i r  e f f e c t i v e n e s s .  "Tools"  t h a t  c a n  a s s i s t  M i s s i o n s  i n  t h i s  

t a s k  a r e  needed f o r  examining two l e v e l s  o f  r e s u l t s :  t h e  im-  

p a c t  o f  many p r i v a t e  e n t e r p r i s e s  o n  t h e  economy a s  a whole  and 

t h e  impact  o f  a s i n g l e  f i r m  on  i t s  more immediate  env i ronmen t .  

1. The Impact  o f  Many Fi rms  

The c e n t r a l  o b j e c t i v e  o f  p o l i c i e s  and programs f o r  f o s t e r i n g  

p r i v a t e  sector i n i t i a t i v e s  i s  economic development .  I n  h i s  

1966 s t u d y  o f  a i d  to  Taiwan, J a c o b y  s e l e c t e d  g r o s s  n a t i o n a l  

p r o d u c t  a s  h i s  p r i m a r y  measure  o f  t h e  economic development  

produced  by p r i v a t e  s e c t o r  o r i e n t e d  programs i n  Taiwan: 

Growth o f  t h e  g r o s s  n a t i o n a l  p r o d u c t  (GNP) 
o v e r  a  c o n s i d e r a b l e  p e r i o d  o f  time was t a k e n  
a s  t h e  b a s i c  measure  o f  Ta iwan ' s  economic 
development .  T h i s  measure  meant  t h a t  a  
number of  p o s s i b l e  a l t e r n a t i v e  c r i t e r i a ,  s u c h  
as  i n c r e a s e  i n  employment, r ise of per c a p i t a  
income, o r  changes  i n  d i s t r i b u t i o n  of w e a l t h ,  
were r e j e c t e d .  Long-run g r o w t h  o f  o u t p u t  was 
c o n s i d e r e d  t o  be  t h e  most f u n d a m e n t a l  measure  
o f  economic development ,  b e c a u s e ,  i n  a  m a r k e t  
economy, employment and p e r  c a p i t a  income a r e  
d e p e n d e n t  upon, and  n o r m a l l y  c o r r e l a t e  w e l l  
w i t h ,  o u t p u t  .* 

One o f  t h e  h a l l m a r k s  o f  deve lopment  a s s i s t a n c e  i n  t h e  l a t t e r  

h a l f  o f  t h e  1970s  was a  l a c k  o f  c o n f i d e n c e  i n  e a r l i e r  

* 
Jacoby ,  o p .  c i t .  p. 1 8 .  



a p p r o a c h e s  t o  development  t h a t  r e l y  h e a v i l y  o n  g rowth  a s  t h e  

b a s i c  e l e m e n t  o f  a  development  s t r a t e g y .  Growth a l o n e ,  i t  h a s  

been t h o u g h t ,  d o e s  n o t  r e d u c e  t h e  i n c i d e n c e  o f  p o v e r t y  i n  t h e  

d e v e l o p i n g  c o u n t r i e s .  The n o t i o n  t h a t  g rowth  and p o v e r t y  a r e  

u n r e l a t e d ,  or i n v e r s e l y  r e l a t e d ,  stemmed i n  p a r t  from a n a l y s e s  

o f  a g g r e g a t e  d a t a  u n d e r t a k e n  e a r l y  i n  t h e  d e c a d e  which 

appea red  t o  d e m o n s t r a t e  t h a t  r a p i d  growth  was n o t  r e d u c i n g  t h e  

o v e r a l l  numbers o f  p o o r  i n  t h e  wor ld .  T h a t  f i n d i n g ,  which  was 

t a k e n  as an  i n d i c a t o r  o f  t h e  inadequacy  o f  development  

a p p r o a c h e s  which s u g g e s t e d  t h a t  t h e  b e n e f i t s  o f  g rowth  would 

" t r i c k l e  down" to t h e  poor ,  set o f f  a  c h a i n  o f  r e s p o n s e s  i n  

donor  o r g a n i z a t i o n s  and i n  some of t h e  d e v e l o p i n g  c o u n t r i e s .  

I n  many cases, t h e  r e s p o n s e  to  t h i s  f i n d i n g  -- which was b o l -  

s t e r e d  by examples  o f  c o u n t r i e s  where t h e  b e n e f i t s  o f  g rowth  

were n o t  r e a c h i n g  t h e  p o o r  -- t ook  t h e  form o f  a s h i f t  i n  

d o n o r  fund ing  f o r  development  programs toward  d i r e c t  

a p p r o a c h e s  f o r  mee t ing  t h e  " b a s i c  needs"  o f  t h e  poor .  The 

p r i v a t e  sector, w i t h  t h e  e x c e p t i o n  o f  a g r i c u l t u r e  and small 

s c a l e  r u r a l  e n t e r p r i s e ,  t ended  n o t  t o  b e  a  main component of 

t h e s e  new programs.  

Whi le  d o n o r  a s s i s t a n c e  moved away from a  c o n c e r n  w i t h  indus-  

t r i a l i z a t i o n  a s  t h e  p r i m a r y  r o u t e  to  development ,  and toward 

l o c a l  programs t h a t  had a  s t r o n g  p u b l i c  s e c t o r  c h a r a c t e r ,  

r e s e a r c h  c o n c e r n i n g  t h e  r e l a t i o n s h i p  be tween g rowth  and 

p o v e r t y  c o n t i n u e d .  By 1981 t h i s  r e s e a r c h  had produced e v i -  

d e n c e ,  on  a d i s a g g r e g a t e d  b a s i s ,  which c a l l e d  i n t o  q u e s t i o n  

t h e  c o n c l u s i o n s  r eached  s e v e r a l  y e a r s  b e f o r e  based  l a r g e l y  o n  

a g g r e g a t e  d a t a .  What had been examined more c l o s e l y  i n  t h e  

i n t e r i m  were t h e  m a j o r  d i f f e r e n c e s  between c o u n t r i e s  w i t h  

r e s p e c t  t o  t h e i r  g rowth  r a t e s  and income l e v e l s  and t h e  d e g r e e  

to  which l a r g e  numbers o f  poor  p e o p l e  t ended  to  b e  c l u s t e r e d  

i n  low income c o u n t r i e s  w i t h  low g rowth  r a t e s .  



While  e a r l i e r  r e s e a r c h ,  u s i n g  a v e r a g e  growth  r a t e s  and o v e r a l l  

s t a t i s t i c s  on t h e  number of  poor  i n  t h e  w o r l d ,  had conc luded  

t h a t  p o v e r t y  was i n c r e a s i n g  even  a s  economies  grew,  A I D ' S  

r e a n a l y s i s  of t h e  d a t a ,  on a  d i s a g g r e g a t e  b a s i s ,  showed t h a t  

a v e r a g e  growth  was n o t  an a c c u r a t e  i n d i c a t o r  o f  what  was 

o c c u r r i n g .  I n  midd le  income c o u n t r i e s ,  l i k e  Taiwan and Korea ,  

t h e  growth  r a t e s  were h i g h ,  and t h e  i n c i d e n c e  of p o v e r t y  r e l a -  

t i v e l y  l o w .  A t  t h e  same time t h e r e  was v i r t u a l l y  no growth  i n  

t h e  v e r y  p o o r e s t  c o u n t r i e s  -- t h e  o n e s  w i t h  l a r g e  and growing 

p o p u l a t i o n s  of  poor  p e o p l e :  

... d a t a  on growth  r a t e s  of p e r  c a p i t a  income 
f o r  LDCs g rouped  by income l e v e l ,  i n  con junc -  
t i o n  w i t h  t h e  e s t i m a t e s  of  t h e  d i s t r i b u t i o n  
o f  LDC p o v e r t y  p r e s e n t e d  e a r l i e r ,  s u g g e s t  
t h a t  a rguments  a b o u t  t h e  f a i l u r e  of  r a p i d  
growth  t o  a l l e v i a t e  p o v e r t y  need t o  be c a r e -  
f u l l y  worded..  . . [ I ]  n  t h e  g r o u p  of c o u n t r i e s  
where most  of t h e  w o r l d ' s  poo r  s u b s i s t  -- t h e  
low income c o u n t r i e s  -- growth  h a s  on a v e r a g e  
been v e r y  slow. Hence t h e  p e r s i s t e n c e  o f  
p o v e r t y  c a n n o t  r e a d i l y  be a t t r i b u t e d  to  t h e  
f a i l u r e  of  " t r i c k l e - d o w n "  mechanisms. L e s s  
t h a n  1 p e r c e n t  a v e r a g e  a n n u a l  g rowth  a t  a  per 
c a p i t a  income l e v e l  o f  $170 cou ld  h a r d l y  pro-  
d u c e  a  d i s c e r n i b l e  t r i c k l e  i n  any d i r e c t i o n .  

I n  c o n t r a s t ,  middle- income c o u n t r i e s ,  where 
b o t h  t h e  i n c i d e n c e  and number of  poor  a r e  
r e l a t i v e l y  l o w ,  have been growing r a p i d l y .  
I f  a n y t h i n g ,  t h e s e  d a t a  p o i n t  t o  t h e  s u c c e s s  
r a t h e r  t h a n  f a i l u r e  of  r a p i d  growth  i n  
a l l e v i a t i n g  p o v e r t y .  Expressed  somewhat 
d i f f e r e n t l y ,  r a p i d  growth  a p p e a r s  to  have  
f a i l e d  m a i n l y  i n  t h e  s e n s e  t h a t  r a p i d  growth  
i n  Korea or Taiwan h a s  n o t  had much e f f e c t  on 
p o v e r t y  i n  Bangladesh  o r  E t h i o p i a . *  

* 
Michae l  Crosswell, "Growth, P o v e r t y  A l l e v i a t i o n  and F o r e i g n  

A s s i s t a n c e , "  A I D  D i s c u s s i o n  P a p e r  No. 39, August  1981 ,  p. 19.  
(Emphas is  a d d e d . )  



I f  t h e  r e l a t i o n s h i p  be tween g rowth  and p o v e r t y  r e d u c t i o n  is 

s t r o n g l y  p o s i t i v e  where m a r k e t s  a r e  open  and c o m p e t i t i v e ,  

r a t h e r  t h a n  n o n - e x i s t e n t  or n e g a t i v e ,  t h e n  t h e  a p p r o p r i a t e  

m e a s u r e s  o f  s u c c e s s  may b e  closer t o  what  t h e y  were viewed as  

b e i n g  i n  t h e  1 9 6 0 s  t h a n  what  h a s  been  imagined i n  t h e  i n t e r i m .  

T h i s  i s  n o t  to  s a y  t h a t  pe r fo rmance  i n  t e r m s  o f  " b a s i c  needs" 

c a n  be i g n o r e d  -- q u i t e  t h e  c o n t r a r y .  What t h e  a d d i t i o n a l  

e v i d e n c e  is now s u g g e s t i n g  i s  t h a t  g rowth  must  o c c u r ,  and be  

o b s e r v a b l e ,  i f  " b a s i c  needs"  a r e  t o  b e  met i n  ways t h a t  c a n  b e  

documented.  The l i n e  o f  r e a s o n i n g  i s  e s s e n t i a l l y  t h e  o n e  A I D  

p r e s e n t e d  i n  i t s  1978  D i s c u s s i o n  P a p e r  o n  " B a s i c  Human Needs": 

Estimates o f  t h e  p r o p o r t i o n  o f  t h e  d e v e l o p i n g  
w o r l d ' s  p o p u l a t i o n  t h a t  c a n n o t  meet b a s i c  
n e e d s  r a n g e  a s  h i g h  a s  8 4  p e r c e n t .  The 
c o r r e s p o n d i n g  f i g u r e  f o r  many o f  t h e  lower- 
income c o u n t r i e s  would,  o f  c o u r s e ,  b e  even  
h i g h e r .  A c c o r d i n g l y ,  any  e f f o r t  to r a i s e  
l i v i n g  s t a n d a r d s  of t h e  p o o r  i n  s u c h  coun- 
t r i e s  would n e c e s s a r i l y  e n t a i l  p o l i c i e s  and 
p r o g r a m s  t h a t  would have b r o a d l y  p o s i t i v e  
i m p a c t s  o n  incomes and o v e r a l l  GNP. * 

While a t  o n e  l e v e l  i t  a p p e a r s  t h a t  we  have  come f u l l  c i rc le ,  

i t  i s  a l s o  c l e a r  t h a t  t h e r e  are  v a l i d  r e a s o n s  f o r  supplement -  

i n g  b a s i c  measu res  s u c h  a s  GNP g rowth  w i t h  o t h e r  m e a s u r e s  o f  

t h e  economic impac t  o f  p r i v a t e  sector  i n i t i a t i v e s ,  r a n g i n g  

from income d i s t r i b u t i o n  e f f e c t s  to t h e  d e g r e e  to  which 

e n t e r p r i s e  s t r a t e g i e s  a r e  t h e m s e l v e s  l a b o r - i n t e n s i v e  and 

* 
Michael  Crosswell, " B a s i c  Human Needs," A I D  D i s c u s s i o n  Pape r  

No. 39,  Oc tobe r  1 9 7 8 ,  p. 5. (Emphasis  a d d e d . )  T h i s  e a r l i e r  
p a p e r  went  o n  t o  a r g u e  t h a t  c e r t a i n  t y p e s  o f  g rowth  s t r a t e -  
g i e s  -- b a s i c a l l y  t h o s e  a s s o c i a t e d  w i t h  open  and c o m p e t i t i v e  
m a r k e t s  -- c o u l d  have p o s i t i v e  d i s t r i b u t i o n a l  e f f e c t s ,  e . g . ,  
l a b o r - i n t e n s i v e  p r o d u c t i o n  i n  c o u n t r i e s  where l a b o r  was 
r e a d i l y  a v a i l a b l e  would g e n e r a t e  employment and income needed 
t o  meet b a s i c  n e e d s .  



i n v o l v e d  i n  programs t h a t  d e v e l o p  l o c a l  s u p p l i e r s ,  a s  S e a r s  

and ALCOSA d i d .  

The w i d e l y  v a r i e d  e x p e r i e n c e s  i n  t h e  d e v e l o p i n g  c o u n t r i e s ,  

c i t e d  a l t o g e t h e r  t o o  b r i e f l y  i n  t h i s  p a p e r ,  a l s o  s u g g e s t  t h a t  

M i s s i o n s  need t o  k e e p  a  c a r e f u l  eye  o n  t h e  ways i n  which  

p o l i c y  changes  which m i g h t  a p p e a r  to a f f e c t  o n l y  one  a s p e c t  o f  

t h e  economy a c t u a l l y  f u n c t i o n  -- s t o r i e s  a b o u t  exchange  r a t e  

changes  t h a t  were more a p p a r e n t  t h a n  r e a l  and y o g u r t  machines  

bought  i n  r e s p o n s e  t o  o n e  p o l i c y  and i d l e d  by a n o t h e r  need to  

s t a y  i n  o u r  minds and remind us  to  examine s u c h  c h a n g e s  i n  

d e t a i l .  

2. The Impact  o f  A S i n g l e  F i r m  

P r i v a t e  e n t e r p r i s e  p romot ion  programs and p r o j e c t s ,  l i k e  o t h e r  

t y p e s  of  programs and p r o j e c t s ,  make s e n s e  o n l y  i n  terms o f  

t h e  r e s u l t s  t h e y  a r e  e x p e c t e d  to  p roduce .  A s  i n  o t h e r  pro-  

grams and p r o j e c t s ,  o u r  n o t i o n s  a b o u t  resul ts  must  be  t r e a t e d  

a s  a  set  o f  t e s t a b l e  h y p o t h e s e s .  By a r t i c u l a t i n g  t h e  hypothe-  

ses, w e  g a i n  a  p i c t u r e  o f  t h e  ways i n  which e f f e c t i v e n e s s  and 

i m p a c t  c a n  b e  a s s e s s e d .  

I n  t h e  i n i t i a l  s t a g e s  of program development  and implementa- 

t i o n ,  w e  o f t e n  t h i n k  o n l y  i n  t e r m s  o f  whe the r  A I D ' S  a c t i v i t i e s  

a r e  making a d i f f e r e n c e ,  i . e . ,  d i d  we a c t u a l l y  p r o v i d e  c r e d i t  

t o  a  f i r m ,  b u i l d  a  r o a d ,  e t c .  These  c o n c e r n s  d e a l  w i t h  t h e  

" I n p u t "  and "Output"  a s p e c t s  o f  programs,  t o  u s e  t h e  t e r m i n o l -  

ogy o f  A I D ' S  L o g i c a l  Framework a p p r o a c h  f o r  d e s i g n  and e v a l u -  

a t i o n .  The d i ag ram below s u g g e s t s  t h e  f i r s t  l e v e l  o f  r e s u l t s  

w e  a r e  s e e k i n g  from p r i v a t e  e n t e r p r i s e  programs;  namely,  t h a t  

s u c h  e n t e r p r i s e s  e x i s t  and f u n c t i o n .  When our p r o j e c t s  and 

programs a r e  conce rned  w i t h  p r o v i d i n g  s u p p o r t  to  a  number o f  

e n t e r p r i s e s ,  we may, a t  t h e  "Output"  l e v e l  b e  i n t e r e s t e d  i n  

t h e  r a t e  a t  which f i r m s  e n t e r  t h e  m a r k e t  and s u r v i v e .  



l l I n p u t s w  / 

"Outpu t "  

P r i v a t e  E n t e r p r i s e  
E x i s t s / F u n c t i o n s  

f 
"Assumpt ions"  

I n v e s t m e n t  c a p i t a l  ( p r o v i d e d  
by one or a n o t h e r  mode) 

0 E n t r e p r e n e u r s  wi th  a d e q u a t e  
s k i l l s / e x p e r i e n c e  

" I n p u t s "  r e q u i r e d  t o  p roduce  
wha teve r  t h e  e n t e r p r i s e  makes/ 
p r o v i d e s ,  i. e . ,  m a t e r i a l s ,  
l a b o r ,  etc.  

P o l i c y  c l i m a t e  d o e s  n o t  
d i s c o u r a g e  p r i v a t e  
s e c t o r  i n i t i a t i v e s  

The mode by which 
i n v e s t m e n t  c a p i t a l  is 
p r o v i d e d  to t h e  
e n t e r p r i s e  is s e n s i b l e  

The " i d e a '  f o r  t h e  
e n t e r p r i s e  is s e n s i b l e ,  
e . g . ,  demand f o r  t h e  
p r o d u c t s / s e r v i c e s  
e x i s t s  o r  can be 
c r e a t e d  

While t h e  f i r s t  l e v e l  r e su l t  of p r i v a t e  e n t e r p r i s e  deve lopmen t  

programs w i l l  d e a l  w i th  t h e i r  e x i s t e n c e ,  a  conce rn  w i t h  impact  

f o r c e s  us  t o  a s k  why e n t e r p r i s e s  s h o u l d  e x i s t ,  i . e . ,  to d e f i n e  

t h e  "Purpose"  and "Goal" of  p r o j e c t s  and programs,  to u s e  

L o g i c a l  Framework terms. A t  t h e s e  l e v e l s ,  we can  b e g i n  t o  

f o c u s  on t h e  o u t p u t  of f i r m s  and t h e  ways i n  which one f i r m  

u s e s  t h e  p r o d u c t s  of a n o t h e r  w h i l e  a t  t h e  same t i m e  a c t i n g  a s  

a  s u p p l i e r  i t s e l f .  Q u e s t i o n s  a b o u t  t h e  ways i n  which f i r m  

e a r n i n g s  a r e  used t o  i n c r e a s e  e n t e r p r i s e  p r o d u c t i o n  or f o r  

consumpt ion  p u r p o s e s  can  a l s o  be a sked .  I n  l o o k i n g  a t  t h e  

impact  of a  f i r m  -- what happens because  it e x i s t s  and f u n c -  

t i o n s  -- we need bo th  a  s t a t i c  and a  dynamic view. 

a .  The S t a t i c  P i c t u r e  

I n  t h e  s t a t i c  p i c t u r e  we a r e  concerned  a b o u t  what a f i r m  is 

p r o d u c i n g ,  its r e l a t i o n s h i p s  w i t h  o t h e r  e n t e r p r i s e s  and t h e  



way i n  which i t s  p r o f i t s  a r e  be ing  used .  F i g u r e  3 shows t h i s  

s t a t i c  c a s e  and a l l o w s  us  t o  f o r m u l a t e  some o f  t h e  q u e s t i o n s  

t h a t  migh t  h e l p  u s  t o  a s s e s s  t h e  impact  o f  t h e  e n t e r p r i s e .  

F i r m  C P r o f i t  
4 

Firm C S a l e s  
4 

Firm C P r o d u c t i o n  + 
F i r m  B P r o f i t  

s a v i n g s / i n v e s  tment  consumpt ion  - Firm B S a l e s  

f Firm B 4 3 P r o d u c t i o n  
d i v i d e n d  income o f  
owners  o f  F i r m  A 

/- 
F i r m  A P r o f i t s  

4 ( Firm A s a l e s  
4 

Firm A b r o d u c t i o n  

F i g u r e  3 .  Hypotheses  Concern ing  R e s u l t s  S t i m u l a t e d  by 
t h e  E x i s t e n c e / O p e r a t i o n  o f  Firm A 

A s  t h e  d i ag ram s u g g e s t s ,  a n y  t i m e  F i r m  A s e l l s  enough o f  what 

it p roduces  t o  g e n e r a t e  a  p r o f i t ,  we o u g h t  t o  be  i n t e r e s t e d  i n  

where t h e  p r o f i t  i s  g o i n g .  P r o f i t  d o l l a r s  c a n  o n l y  g o  i n  o n e  

o f  two d i r e c t i o n s ,  and e a c h  o f  t h e s e  h a s  an e f f e c t :  

0 They c a n  g o  back  i n t o  t h e  b u s i n e s s  t o  i n c r e a s e  o r  up- 
g r a d e  p r o d u c t i o n ,  improve t h e  m a r k e t i n g - s a l e s  1 i n k ,  
upgrade  s t a f f  s k i l l s ,  e tc .  -- a n y t h i n g  i n s i d e  t h e  
f i r m  t h a t  w i l l  make i t  ( h y p o t h e t i c a l l y )  more p r o f i t -  
a b l e  i n  t h e  f u t u r e ;  

0 They c a n  g o  to  owners ,  t h r o u g h  d i v i d e n d s ,  and t h e n  
i n t o  e i t h e r  consumpt ion  or s a v i n g s / i n v e s t m e n t .  When 
t h e  p r o f i t s  l e a v e  t h e  f i r m ,  t h e y  must  g o  somewhere. 



I f  t h e y  g o  i n t o  a  bank o r  i n t o  a n o t h e r  i n v e s t m e n t ,  
t h e y  have  a n  e f f e c t  o n  Firm C.  I f  t h e y  a r e  s p e n t  o n  
consumpt ion  t h e y  ( h y p o t h e t i c a l l y )  have an e f f e c t  o n  
Firm B .  

The key  p o i n t  h e r e  -- and t h e  main r e a s o n  f o r  b e i n g  i n t e r e s t e d  

i n  t h e  f a t e  o f  p r o f i t s  -- is t h a t  j u s t  a b o u t  any  d i r e c t i o n  

p r o f i t s  move t h e y  k i c k  u s  i n t o  t h e  dynamic p i c t u r e ,  i . e . :  

0 When p r o f i t s  a r e  r e i n v e s t e d  i n  Firm A, we  s h o u l d  
( h y p o t h e t i c a l l y )  see a n  i n c r e a s e  i n  p r o d u c t i o n  i n  
Firm A t h a t  k i c k s  s a l e s  and r a i s e s  p r o f i t s  a g a i n ,  
s t i m u l a t i n g  " round  3 "  i n  t h e  g rowth  game; 

0 When p r o f i t s  g o  to  owners  and a r e  s a v e d / i n v e s t e d ,  
t h e y  k i c k  o f f  i n c r e a s e d  p r o d u c t i o n  i n  Firm C -- which  
h a s  t h e  same e f f e c t  it would have had o n  Firm A i f  
t h e y  had been r e i n v e s t e d  t h e r e ;  

When p r o f i t s  g o  t o  owners  and a r e  s p e n t  o n  consump- 
t i o n  i t e m s  t h e  payof f  shows up i n  t h e  s a l e s  o f  Firm 
B -- which w i l l  ( h y p o t h e t i c a l l y )  d r i v e  Firm B t o  t a k e  
a c t i o n s  t o  i n c r e a s e  i ts  p r o d u c t i o n  to  meet i n c r e a s e d  
demand f o r  i t s  p r o d u c t s .  A s  soon  a s  Firm B t a k e s  
t h o s e  a c t i o n s  t h e  c h a i n  n o t  o n l y  s t a r t s  t o  o p e r a t e  i n  
t h a t  f i r m ,  b u t  a l s o  i n  a l l  o f  t h e  f i r m s  t h a t  s u p p l y  
Firm B.  

b .  The Dynamic P i c t u r e  

By f o l l o w i n g  t h e  p r o f i t  l i n e  o u t  from f i r m s ,  we c a n ,  w i t h  

m u l t i - y e a r  d a t a ,  b e g i n  to u n d e r s t a n d  "changes"  i n  p r o d u c t i o n ,  

s a l e s  and p r o f i t s .  These "changes"  a r e  t h e  e f f e c t s  which 

b e g i n  t o  b e  v e r y  i n t e r e s t i n g  i f  o n e  e n v i s i o n s  a  s i n g l e  f i r m  a s  

hav ing  p o t e n t i a l  e f f e c t s  o n  o t h e r  f i r m s  and o n  t h e  economy a s  

a  whole.  A s  soon  a s  i t  is p o s s i b l e  t o  examine m u l t i - y e a r  

d a t a ,  o n e  c a n  b e g i n  t o  l o o k  f o r  t h e  t y p e s  o f  e f f e c t s  t h a t  f o r  

example,  t h e  S e a r s  a p p r o a c h  t o  d e v e l o p i n g  l o c a l  s u p p l i e r s  had 

i n  Peru .  When you s e e  i n c r e a s e s  i n  t h e  p r o d u c t i o n ,  s a l e s  or  
p r o f i t s  o f  Firm A, you c a n  b e g i n  t o  l o o k  backward to  Firm A ' s  



s u p p l i e r s  to  a s s e s s  t h e  c u m u l a t i v e  e f f e c t s  o f  Firm A ' s  g rowth  

o n  t h e s e  e n t e r p r i s e s .  I f  F i r m  A is  growing  o v e r  time, i ts  

s u p p l i e r s  a l m o s t  have t o  b e  growing too. I f  t h e y  a r e n ' t  

growing t h e y  a r e  p r o b a b l y  m u l t i p l y i n g  -- which  would have t h e  

same o v e r a l l  e f f e c t ,  or p e r h a p s  an e v e n  more d e s i r a b l e  o n e .  

S i m i l a r l y ,  f o r  F i r m  A t o  grow, someth ing  h a s  t o  b e  o c c u r r i n g  

w i t h  t h o s e  i n d i v i d u a l s  and e n t e r p r i s e s  which buy from Firm A .  

I n  a d d i t i o n ,  t h e  e f f e c t s  o v e r  time o f  p r o f i t s  r e i n v e s t e d  i n  

f i r m s  o r  se t  l o o s e  on  t h e  economy for o t h e r  forms o f  i n v e s t -  

ment  o r  consumpt ion  c a n  b e  e x p e c t e d  to  a f f e c t  t h e  g e n e r a l  

economic s i t u a t i o n  and,  t h e r e f o r e ,  d e s e r v e  a t t e n t i o n .  

Moving s l i g h t l y  away from a  c o n c e r n  w i t h  t h e  e f f e c t s  o f  f i r m s  

t h r o u g h  p r o d u c t i o n ,  s a l e s  and t h e  u s e  o f  p r o f i t s ,  i t  is  pos- 

s i b l e  t o  l o o k  a t  t h e  same s i t u a t i o n s  from an employment and 

e q u i t y  p e r s p e c t i v e .  Again b o t h  a  s t a t i c  and a dynamic v iew 

s h o u l d  be  c o n s i d e r e d .  

c. I n i t i a l  Impac t s  on  Workers 

The o b v i o u s  i m p a c t  o f  a  new b u s i n e s s ,  o r  a n  expanded one ,  from 

t h e  p e r s p e c t i v e  o f  an  i n d i v i d u a l  worker  i s  a j o b  and t h e  

r e s u l t i n g  income. W h i l e  t h e  employment e f f e c t s  o f  most a c t i v -  
i t i e s  i n  d e v e l o p i n g  c o u n t r i e s  t e n d  to  be examined c a r e f u l l y ,  

a s s e s s m e n t s  t h a t  examine worker  e f f e c t s  d o  n o t  n o r m a l l y  a s k  

what t h e  worke r  d o e s  w i t h  h i s  income -- a t  l e a s t  n o t  i n  terms 

o f  t h e  way worker  income c o n t r i b u t e s  t o  p r i v a t e  sector growth .  

As F i g u r e  4 s u g g e s t s ,  t h e  w o r k e r ' s  paycheck ,  l i k e  t h e  s t o c k -  

h o l d e r ' s  p r o f i t ,  o p e r a t e s  t o  f u r t h e r  expand e n t e r p r i s e .  



F i r m  C - s a v i n g s /  consumpt ion ,  i . e .  - F i r m  B 
i n v e s t m e n t  hous ing ,  h e a l t h ,  

e d u c a t i o n ,  d u r a b l e  
goods ,  t o o l s ,  e t c  . 

Worker paycheck 

Firm A 

F i g u r e  4. Flow o f  e f f e c t s  a s  worker  w e l f a r e  improves 
when j o b s  p r o v i d e  income 

What t h e  f i g u r e  s u g g e s t s  i s  t h a t  t h e  w o r k e r ' s  paycheck f l o w s  

to  Firms B and C i n  t h e  same way a s  t h e  d i s t r i b u t e d  p r o f i t s  o f  
F i r m  A. Once t h a t  o c c u r s ,  t h e  e f f e c t s  h y p o t h e s i z e d  i n  terms 

o f  f i r m s  a p p l y .  Worker s a v i n g s  a s  w e l l  a s  worker  consumpt ion  

a f f e c t  t h e  p r o d u c t i o n  and s a l e s  o f  f i r m s  j u s t  a s  o t h e r  f lows  

o f  r e s o u r c e s  d o .  

d .  Dynamic or "Second Round" Worker Impac t s  

A second  round o f  worker  i m p a c t s  b e g i n s  whenever f i r m s  t a k e  

a c t i o n s  to i n c r e a s e  t h e i r  p r o d u c t i o n  and s a l e s  ( e x c e p t  i n  

t h o s e  i n s t a n c e s  where a l l  o f  t h e  c h a n g e s  t a k e  t h e  form o f  

t e c h n o l o g  i c a l / e q u i p m e n t  c h a n g e s )  . In  p r o d u c t  ion  and s a l e s  

p r o c e s s e s  t h a t  i n v o l v e  worke r s ,  t h e s e  c h a n g e s  w i l l  l e a d  t o  new 

j o b s ,  i . e . ,  when a  f i r m  t h a t  is  p roduc ing  " x "  items w i t h  a  

s t a f f  o f  " y "  worker s  wants  t o  p roduce  "x + 1 0 0 "  items, i t  w i l l  

g e n e r a l l y  need t o  i n c r e a s e  s t a f f  s i z e .  

A s  new j o b s  a r e  c r e a t e d ,  more worke r s  e a r n  s a l a r i e s  which t h e y  

w i l l  spend  or s a v e .  A s  i n  t h e  s t a t i c  p i c t u r e ,  t h e s e  s a v i n g s  

and consumpt ion  c h o i c e s  o p e r a t e  to  s t i m u l a t e  f u r t h e r  produc- 

t i o n  and i n v e s t m e n t  by f i r m s .  And t h e  c i r c u l a r  n a t u r e  o f  



i n c r e a s e s  i n  p r o d u c t i o n  l e a d i n g  t o  more j o b s  and e v e n t u a l l y  

more s p e n d i n g  and i n v e s t m e n t  c o n t i n u e s  a s  l o n g  a s  g rowth  is a n  

e l e m e n t  o f  t h e  c y c l e .  Reverse ,  o f  c o u r s e ,  c a n  o c c u r  and i n  

many ways t h e y  i n v e r t  t h e  p r o c e s s e s  d e s c r i b e d  h e r e .  

Those i n t e r e s t e d  i n  p u r s u i n g  t h e  measurement o f  impac t s  a t  t h e  

l e v e l  of  a f i r m  would d o  w e l l  t o  examine a May 1981 p u b l i c a -  

t i o n  p r e p a r e d  f o r  A I D ' S  O f f i c e  o f  Urban Development which 

d e a l s  s p e c i f i c a l l y  w i t h  t h e  ways i n  which components  o f  impact  

i n  p r i v a t e  e n t e r p r i s e  programs c a n  be a s s e s s e d . *  

* 
Susan  Goldmark and J a y  Rosengard ,  " E v a l u a t i n g  Smal l -Sca le  

E n t e r p r i s e  Promotion:  S t a t e -o f - the -Ar t :  Me thodo log ie s  and 
F u t u r e  A l t e r n a t i v e s , "  Washington,  D. C. : Development 
~ l t e r n a t i v e s ,  Inc. ,  1981.  



EXHIBITS 



RESOURCE BASE 

T h i s  s e c t i o n  p r e s e n t s  a  g u i d e  to t h e  r e s o u r c e s  t h e  O f f i c e  of  

E v a l u a t i o n  is c u r r e n t l y  u s i n g  t o  a c c e s s  i n f o r m a t i o n  on p a s t  

e x p e r i e n c e  w i t h  p r i v a t e  s e c t o r  i n i t i a t i v e s .  I t  i n c l u d e s  t h e  

b i b l i o g r a p h y  developed  to d a t e  a s  w e l l  a s  l i s t i n g s  of  Agency 

and OPIC p r o j e c t s  which may w a r r a n t  f u r t h e r  e x a m i n a t i o n .  

A. B i b l i o g r a p h y  

E x h i b i t  2 t o  t h i s  s e c t i o n  p r o v i d e s  l i s t s  of p u b l i c a t i o n s  and 

b r i e f l y  d e s c r i b e s  where t h e y  a r e  t o  be found a s  well a s  t h e  

main p o i n t s  t h e y  make. I t  a l s o  i d e n t i f i e s  a r e a s  where tele- 
phone r e s e a r c h  has  been used t o  t r a c k  down i n f o r m a t i o n  and 

fo l low-up on m a t e r i a l  a l r e a d y  l o c a t e d .  

B. P r o j e c t  E x p e r i e n c e  

E x h i b i t  1, which was noted  i n  t h e  p r e c e d i n g  s e c t i o n ,  p r o v i d e s  

a  l ist  of 20 OPIC p r o j e c t s  examined i n  a  1972 e v a l u a t i o n .  

E x h i b i t  3 l is ts  and c o d e s  145 p r o j e c t s  i d e n t i f i e d  u s i n g  A I D ' S  

S T / D I U  d a t a  base* .  The codes  a s s i g n e d  to projects i n d i c a t e  

whe the r  t h e y  were p r i m a r i l y  focused  on i n d u s t r i a l  deve lopmen t ,  

t r a i n i n g  o r  o t h e r  t y p e s  of a s s i s t a n c e .  A key to  t h e  code p re -  

c e d e s  t h e  l i s t i n g .  T a b l e  2,  on t h e  f o l l o w i n g  page ,  shows t h e  

f r equency  w i t h  which e a c h  code was a s s i g n e d  to p r o j e c t s .  

* 
A I D ' S  ST/DIU d a t a  b a s e  c o n t a i n s  i n f o r m a t i o n  on p r o j e c t s  t h a t  

were a c t i v e  on o r  a f t e r  O c t o b e r  1974. 
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Exhibit R-1 

AID PROJECTS (FROM ST/DIU SYSTEM) 

On the following pages, the 145 AID projects are broken down 

into categories via the following codes: 

CODE 
* 

PROJECT TYPE 

Private Sector 

Small Enterprise 

General Development 

Technical Assistance 

Feasibility Studies 

Credit Unions 

Integrated Rural Development 

Small Farmers 

Housing 

Management Traininq 

Community Development 

Labor Unions 

Cooperatives 

Tourism Development 

Inputs leading to. . . 
While 90 of these projects will be identified with a single 

code, the remaining 55 (or 38 percent) will be identified with 

a multiple code, signifying a mixture of project types. 

The year given after the country (YR*) is the initial fiscal 

year of obligation. "EVAL?" determines if there are any 

evaluation documents for that project, Y = Yes, N = No. 



Distribution of Projects by Focus 

TOTAL NUMBER OF PROJECTS: 145 

NUKBER GIVEN SINGLE CODES: 90 (62%) 

NUMBER GIVEN MIXED CODES: 55 (38%) 

DISTRIBUTION OF PROJECTS WITH ONE CODE 

Code 

* 
0 

D 

T 

F 

C 

I RD 

# 
H 

M 

CD 

Y 

FOCUS 

Private Sector 
Small Enterprise 

General Development 

Technical Assistance 

Feasibility Studies 

Credit Unions 

Integrated Rural Development 

Small Farmers 

Housing 

Management Training 

Community Development 

Labor Unions 

Frequency Percentage 

It should be noted that in a further examination of these 

projects, codes might be reassigned, or there might be some 

consolidation of these preliminary focus categories. 



Egypt (80) 

Eglpt (79) 

Egypt (79) 

Eglpt (79) 

Turkey (68) 

Jordan (661 

Ysmn Arab Reb. (73) 

At$anlstan (70) 

Laos (67) 

Korea (64) 

Korea (64) 

Korea (71) 

Phl l lpplnes (691 

Phl l lpplnes (78) 

Thal land (65) 

Thal land (73) 

Thal land (79) 

I ndones l a (78) 

B o l l v l a  (76) 

Bo I l v la  (78) 

Braz l l  ( 7 )  

Chile (75) 

Chl l e  (76) 

Chl le (76) 

Colanbla (54) 

Colanbla (75) 

Colanbla (79) 

Costa Rlca (78) 

Donl n lcan Rep (70)  

Domlnlcan Rep (731 

Danl nlcan Rep (77) 

AlOJECT TITLE 

Management Tra l n l ng 

Sm. Scale Agricultural A c t l v l t l e s  

Pr lva te  Sector Credl t--Larger F l  rm 

Feaslbll l t y  Studles (I l ke  TOP) 

I n b s t r l a l  Developnent Bank 

Feas lb l l l t y  Studles ( I l k e  TOP) 

Pre-developnent Stud l es 

I n b s t r l a l  Developrent 

I n b s t r y  Developnent 

Economlc Plannlng 

I n b s t r l a l  Oevelopnent 

Pr  1vate En te rF Ise  Developlent 

Provl nc l a l  Oevelopnmnt 

BlCOL Integrated Rural Developrent 

Pr l va te  Sactor Development 

H I I I  T r lbe  Research Food 

Fural Off-fann Emplqment Assesswent 

s 6 1 

SmI I Farmer Organlzatlons 

Rural Enterp-lses 6 Agr lhs lness  

Asslstanae t o  Snal l 6 Med. I nd l s t r l es  

Agr I cuI t u re  Coop Devel oprent Fund 

SmI I Scale Regional Developnent 

SmI I Scale Reglonal D e v e l o w n t  

Labor A f fa l rs  

SmI I l n b s t r y  Deve lomn t  Credlt  

Agr la r l tu ra l  Tralnlng Progran WGPVO 

Urban Emp lqwn t  6 Cannunlty Imp-ovemnt 

Pr lva te  Investment Fund 

Pr  lvate Developrent Flnance Company I I 

Tralnlng FuraI Management 



CODE PROJECT # EVAL? COUNTRY ( YR*) 

Ecuador (67) 

Ecuador (68) 

E a a d o r  (68) 

Ecuador (7 1) 

EoJador (70) 

E l  Sal vador (67) 

E l  Salvador (781 

E l  Salvador (79) 

E l  Salvador (79) 

E l  Salvador (80) 

E l  S a l w d o r  (80) 

E l  Sal vador (80) 

Guatena l a  (56) 

Guatemla  (68) 

Guatena la (67) 

Guatemala (71) 

Fuatena l a  (73) 

Guatemala (74) 

Guatenala (79) 

H a l t l  (79) 

Hondrras (65) 

Honduras (75) 

t b n h r a s  (76) 

Honduras (79) 

Hon&ras (80) 

N l c a r a q a  (68) 

Nlcaragua (67) 

N l c a r a q a  (68) 

Nlcaragua (76) 

N l c a r a g a  (78) 

Nlcaragua (76) 

RlOJECT TITLE 

I n & s t r l a l  Developnent 

C i v i c  Oeve lopmnt--Urban Devel opmn t  

I n s t l h r t I o n a I  Developnent 

Ecuador-Sml l E n t e r r l s e  Loan 

La Emato r l ana  de Desa ro l l o  

C r e d l t  Unlon Developrent (FEDECACES) 

S m  I I Enterpr  l s e  Developnent PVO-WG 

Centra l  h r k e t  l ng  Coop (PVO-OPG) 

L e a g e  o f  Womn Voters-OPG 

Small E n t e r r i s e s  Developlent  

Marginal Comnunlty Improvement 

Margl na l  Canrmnl t y  I mp-ovemnt 

A g r l c u l t u r e  Technical  Support (Eval Plan) 

Finance P r i v a t e  I n d s t r y  d Agr. Oev. b n k  

Fb ra l  Comnunlty Leadership A Modernlzat lon 

E x p r t  Developlent  

I n & s t r I s I / A g r l o J  I tu re /Serv l  ces Sector  

Rural C r e d i t  6 Coop Developmsnt 

b r a 1  En te rp r l se  Developnent 

H a l t l a n  Developlent  Foundation PVOJJPG 

P r i v a t e  En te rp r l se  Developnent 

A g r l c u l t u r e  Coops 

Expandl ng Incans Emplqrnent 

Rura I Techno I og l  es 

Hondrran Federal In& s t r l a l  Coops PVO-WG 

Cmmunlty Developmsnt 

P r l v a t e  Deve lopnent Bank I I 

P r l v a t e  Inves tor  Bank 

Nl  caragu a-Rura l Dev. Sector  Losn 

Rural Devel o p m n t  Sector Loan I I 

h n a g J a  Urban Reconstruct  i on  



CODE PROJECT # EVAL? COUNTRY( '171') PROJECT TITLE 

Nlcaragua (77) 

Nlcarawa (78) 

Nicaragua (80) 

Fural Sm I I Merchant Credl t Unlons 

FUNDE D lvers l f l ca t  Ion OPG*VO 

Nlcaraguan Recovery Program-Dvervla, 

Nlcaraguan Recovery Program 

Sm I I Enterprise Oevelopnent PM-OPG 

Pr lva te  Enterp-Ise Developmnt 

Panana Credl t Unlon Operatlons 

Rural Growth 6 Servlce Centers 

Guayml Area Deve l opnent 

Paraguay-Rural Enterp-lses 

Pr l va te  Development Bank 

Canmrn I t y  Devel oprsnt and Reconstructlon 

Comnunlty Deve lopnent and Reconstructlon 

Pr lvate I nvestmnt Fund 

Reconstruct Ion 6 Deve I o m n t  Sm. Buslness 

Agr I cu l tu ra l  Economics 

Rural Enterprises I I 

Reglonal Agrl-tuslness Developrsnt 

Nlcaragua (80) 

Nicaragua (801 

Panam (64) 

Panma (72) 

Paraguay (761 

Paraguay (7 1) 

Peru (63) 

Peru (68) 

Peru (73) 

Peru (75) 

Peru (79) 

Other W. Indles- (77) 
Eastern C a r l b  Reg 

Other W. Indles- (76) 
Eastern C a r l h  Reg 

LAAD, Reglonal Agr l -bs lness Developrsnt 

Other W. lndles - (78) 
Eastern Carlb. Reg 

Enpl oymnt/ l  nvestmnt P r m t l o n  

Mher  W. Indles- (79) 
Eastern Carl b Reg 

Empl oymsnt/l nvestmnt P r m t  Ion I I 

Mher  W. Indles- (78) 
Eastern C a r l b  Reg 

Caribbean Developrsnt F a c l l l t y  

Mhe r  W. Indles- (79) 
Eastern C a r l b  Reg 

Caribbean Productive Employmnt Generation 

Other W. Indles- (81) 
Eastern Carl  b Reg 

Pro ject  Deve lomn t  ks l s t ance  

Pr  l a t e  Sector 1 nvestmnt ks l s t ance  Other W. Indles- (81) 
Eastern Carl  b Reg 



CODE 

88. T,' 

89. T.* 

90. x>* 

91. x a *  

92. x a *  

93. e* 
94. x>* 

95. Fax>* 

96. T 

97. 0 

98. 0,T 

99. F.T>* 

100. *>D 

101. D 

102. T 

103. C,T 

104. D,T,M 

105. D.0 

106. T.0 

107. C 

108. T,M>O 

109. 0 

110. Irn 
P l l o t  

Ill. 0 

112. D 

113. D 

114. 0 

115. 0 

PROJECT f EVAL? COUNTRY ( R*) 

Other W. I ndles- (80) 
Eastern Carlb. Reg 

ROCW' (72)  

ROCAP (73) 

RACW (73) 

R O C R  (73) 

ROCW (75) 

ROCR (73) 

ROCLP (73) 

RCCR (76) 

ROCR (761 

ROCR (78) 

ROCR (68) 

LA Reglonal 165) 

LA Reglonal (78) 

D j l b w t l  (79) 

tb la1 (80) 

Kenya (77) 

Kenya (78) 

Nlger la ( 7 )  

Tanzanla (68) 

Tanmnla (78) 

Cent h W. Afr. (73) 
Reglonal 

Cameroon (77) 

Lesotho (78) 

Botswana (80) 

Botswana (78) 

Botswana (78) 

Ghana (771 

Sudan (80) 

ROJECT TITLE 

AgrI-luslness Expanslon 

La t l  n A m r l  ca Agr l - tuslness Development 

Tour 1% I nfrastructure-Guatemla 

T w r l s n  Infrastructure-El Salvador 

Tourlsn lnfrastructure-Honduras 

T w r l s n  I nf r a s t r u c t u r e - N l c a r ~ a  

T w r  Ism I nfrastructure-Ccsta Rlca 

T w r l s n  lnfrastructure-Feaslbl  Illy Studles 

Transfer af  Technology 

ROCR-LALO Agrl-tuslness Developnent 

Reglonal Rural Agrl-tuslness Developlent 

t h a n  Resarces Developnent 

Partners of t h e  Amr lcas 

Pr l va te  Voluntary Agenq DPG 

Flsherles 9 e v e I o m n t  

Ma la 1 Unlon Savings h Coop Developnent WG 

Rural Enterprise Extenslon Servlce 

Increase Emplqment-l n c m - P r o d c t  Ion WG 

Indlgenms I n L s t r l a l  Developmint 

R r a l  Credi t  Unlon Developnent 

Arusha Piannlng and V l  1 lage Developmsnt 

Entente States: A f r l u t n  E n t e r ~ r l s e s  

N. Cameroon PI  l o t  Gnnrmnlty Developnent (WG) 

Cottage k h a l  r In&s t ry  (CPGPVO) 

Rural Development 

R r a l  Developnent 

Rural Enterp-lse Extenslon Servlce 

Farmer Assoclatlon h Agr l -bs lness 

Cmmdl  t y  I m a r t  Program 



CODE PROJECT I EVAL? PROJECT TITLE 

Ethlopla (78) 

Tunlsla (70) 

Tunlsla (76) 

Mlcro Reglonal Rural Developnent (PVOI 

Agr I cu I tu ra  I Product I on 

Rural Developnent 

Nlmba Val ley Entrepreneur la1 Dev. (PYO/O) 

Nlmba County Rural Technologl OPG 

L a  Incom Ha~s lng  Phase I I 

Womn's Roles I n  Developnent 

Rural Enterprlse Developnsnt 

Tralnlng Center f o r  Rural Women 

L a  Income Shelter 

East A f r l ca  Deve lopnent Corporatlon 

Developnsnt Cooprat lon W. Afr lca 

WID-GARA Cloth Inds t ry -S le r ra  Leone 

Rural Devel opmnt 

Emplqmnt  t h r a g h  Sm. lnd ls t ry  S t lnu la t lon  

Sm. E n t e r v l s e  Approaches t o  Employrmnt 

Sm. Enterpr lse Approadres t o  Emplqment 

Sm. E n t e r v i s e  Approaches t o  Employrmnt 

Comrmrclal Seed lnd ls t ry  P r m t l o n  

Exeartlve Servlce Corps 

L lber la  177) 

L l be r l a  180) 

L lber la  179) 

Upper Volta (77) 

Upper Volta (78) 

Val I (80) 

Togo ( 7 )  

Mr. Reg. ( 7 )  

Afr. Reg. (67) 

Afr. Reg. (76) 

Technlcal Asst. 172) 

Technlcal Asst. 173) 

Technlcal Asst. (78) 

Technlcal Asst. 178) 

Technlcal Asst. (78) 

Technlcal k s t .  (79) 

P o p  6 Hurmnltarlan 

Asst (64) 

Pop 6 hmsn l t a r l an  
Asst 172) 

Technoserve Sm. Enterpr lse Asst. 

Pop. 6 ~ m s n l t a r l a n  

Asst (73) 
Ins t l t .  fo r  I n t ' I  Dev., I n o - - l I D I  (Affi) 

Pop. 6 bbmanitarian 
Asst (77) 

I ns t l t u t l ona l  Oev. 6 Econ. A f f a l r s  Servlce 

Pop. 6 M m n l t a r l a n  
Asst 177) 

International ECcat lonal  Developnent 

Pr l va te  6 Dev. 
Cooprat lon (79) 

Ins t l t .  f o r  I n t r I  Oev., I n o - l  ID1 

Pr l va te  6 Dev. 
Cooperetlon (79) 

Partnership f o r  Prodrct l v l t y  (PVO) 



CODE FROJECT # EVAL? COUNTRY(YR*) FROJECT TITLE 

143. 0 9580145 Y Pr ivate  6 Dev. Technoserve, I nc. Matching Grant (PM) 

Coopratlon (79) 

144. T,O 9380146 N Pr iva te  Dev. Acclon lnternaclonal (AITEC) Matchlng Grant 
Cooprat  Ion (79) 

145. T 3 D  9380147 N Pr iva te  Dev. SAWSO Matching Grant 
Coocaration (81) 



Exhibit B-2 

OPIC Case Studies 

Case Studies of the Economic effects of 20 Private Investments 
on Developing Countries and on the U.S. Balance of Payments, 
taken from U.S. Ventures in Developing Countries, prepared for 
OPIC by Harbridge House, Inc. 

Colombia 

-Cabot Corporation, Cabot Colombiana, S.A. (Carbon Black 
Plant) 

-Celenese Corporation, Celenese Colombiana, S.A. (Man Made 
Fibers) 

-Container Corporation of America, Carton de Colombia, S.A. 
(Packaging Materials) 

-General Electric Company, General Electric de Colombia, S.A. 
(GE Capital Equipment) 

-W.R. Grace/International Paper Co., Productura De Papeles, 
S.A. (Paper Manufacturer) 

India 

-Corning Glass Works, Borosil Glass Works, Ltd. (Scientific 
Glass) 

-Cumins Engine Company, Kirloskar Cummins, Ltd. (Diesel 
Engines ) 

-General Electric Company, Elpro International, Ltd. (GE 
Electrical Equipment) 

-Goodyear Tire & Rubber Co., Goodyear India, Ltd. (Tires & 
Rubber Products) 

-Mansfield Tire & Rubber Co., Madras Rubber Factory, Ltd. 
(Tires & Tread Rubber) 

-Phillips Petroleum Co., Phillips Carbon Black, Ltd. (Carbon 
Black) 



Thailand 

-Firestone Tire & Rubber Co., Firestone Tyre & Rubber Co. 
Thailand, Ltd. (Tires) 

-Intercontinental Hotels Company, Siam Intercontinental Hotel 
(Hotel) 

-Kaiser Cement & Gypsum Corp., Jalaprathan Cement Co., Ltd. 
(Cement ) 

-Phelps Dodge Corp., Phelps Dodge Thailand, Ltd. (Electric & 
Telephone Wire L Cable) 

Venezuela 

-Berol Corporation, Epenco de Venezuela, S.A. (Pencils) 

-Ford Motor Company, Ford Motor de Venezuela, S.A. (Vehicle 
Assembly) 

-Gates Rubber Company, Gates Venezuela, S.A. (Automotive & 
Industrial Rubber) 

-~ohns-Manville Corp., Manufacturas Mutiples, S.A. (Brake 
Linings) 

-Owens-Illinois, Manufacturera de Vidrois, S.A. (Glass) 



A.I.D. EVALUATION PUBLICATIONS 
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